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Zara examined the latest production figures. It had been three 
years since she joined Omega Engineering Ltd, a large-scale 
organisation with production facilities in three Australian 

capital cities and in six overseas countries. As Senior Production 
Manager, she was responsible for the efficient operation of both 
the domestic and South-East Asian factories. 

The weekly production statistics were one important tool 
she used to evaluate the organisation's performance. When 
the figures revealed a problem, she was able to decide on an 
appropriate course of action. Zara prided herself on having a 
wide overview of the company and the numerous production 
schedules and operations that she had implemented. She was a 
competent planner and organiser. 

When she joined the company, Zara began implementing two 
management strategies to improve the company’s production 
performance — work teams and total quality management. She 
was a great believer in establishing work teams, with each team 
responsible for setting specific production goals. It had taken 
her 18 months to prepare the organisation for such a change in 
the workplace culture, but now the results were showing in the 
improved productivity figures. 

There were some initial teething problems, but now the 
teams were prepared to take on more responsibility and were 
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becoming involved in long-term planning decisions. After 
Suggestions from individual team members, Zara encouraged 
the teams to adopt responsibility for quality control as well 
as production. She was able to encourage, motivate and 
direct team members. In this sense, Zara was adopting the 
characteristics of a leader. 

Zara was well respected by the line managers who reported 
to her, as well as team leaders and other senior managers. 
One of her greatest strengths was her ability to introduce 
new operations procedures. She was responsible for the 
implementation of automated inventory tracking based on the 
just-in-time (JIT) principle. This initiative had resulted in a 17 per 
cent reduction in loss and waste. She had also recently approved 
expenditure of $50 million on research and development. 

At all times, Zara attempted to provide visionary leadership — 
a shared vision of where the organisation was heading. The one 
thing she wanted to avoid was being perceived as a manager 
who could no longer effectively manage. She read widely and 
attended a number of management workshops to keep up with 
the latest research, and she always challenged her own ideas to 
evaluate their relevance to the present situation. 

If the latest production statistics were any indication of her 
ability to manage, then Zara was a very competent manager. 


Discuss and analyse the context in which large-scale organisations operate 


Discuss and analyse major aspects of the internal environment of large-scale 


Discuss and analyse strategies related to operations management 


CHAPTER 1 


Large-scale organisations 
In context 





WHY IT IS IMPORTANT 


Sustainability is one of Wesfarmers Limited’s business ethics. Wesfarmers is one of Australia’s largest 
organisations. Employees (shown opposite) might work for Coles, Bunnings, Officeworks, Target, 
Kmart or one of Wesfarmers’ coal, energy, engineering, chemical or insurance interests. We rely 

on large organisations for most of our needs today, including housing, food, clothing, health care, 
recreation, entertainment, transport and communication. Large organisations are also important 

for our economy because they create jobs, wealth and income. Wesfarmers is the largest private 
employer in Australia, employing nearly 200 000 people. In this chapter you'll be studying what 
large-scale organisations are and how important they are to the economy. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 


Identification and characteristics of The context which contributes to 
stakeholders of large-scale organisations, the unique nature of large-scale 
including their interests, possible conflicts organisations Characteristics of large-scale 
and related ethical and socially organisations 


responsible considerations 


Variations in types of large-scale 
organisations, their objectives and 
related business strategies 


Performance indicators used to evaluate 
the performance of large-scale organisations, 
including the percentage of market share, 
net profit figures, the rate of productivity 
growth, the number of sales, results of a 





staff and/or customer satisfaction survey, Typical management functions 

the level of staff turnover, level of wastage, in large-scale organisations, 
number of customer complaints and number including operations, finance, 
of workplace accidents human resources, marketing, 


and research and development 


Internal and external (operating and Contributions, both positive and 
macro) environments of large-scale negative, of large-scale 
aeaio organisations to the economy 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

e accurately use relevant management terms 

e research aspects of the management of large-scale organisations using print and online sources 
e analyse business information and data 

e analyse the context in which large-scale organisations operate 

e apply knowledge and concepts to practical and/or simulated situations. 





< 5 
~ BS — 
fed aa 


Fae | 


REAN 
AEE 








e OEE E Limited—alarge-sscale = ©. | 








Many of Australia’s large-scale organisations are household names. Today, Telstra is 

Australia’s largest telecommunications and information services company, but it began 

life as a company owned and controlled by the Australian Government. Over time it 

has grown, been sold to private owners and expanded into overseas markets, and it is Telstra IS 
now one of Australia’s largest organisations. 


Telstra provides products and services in , Roy = ; \ si Australia’s largest 
the fields of mobile communications, voice AN ` 4 m an R 1 telecommunications 


communications, the World Wide Web, and Pep ; 
media such as digital television. It provides more KA = , and information 
than 9 million fixed-line services and more than PES To a iE z ; 
9 million mobile services to its customers. Ina P TSE | services company. 
typical year, Telstra handles 5.7 billion local calls gaan i +a 
and 7 billion SMS messages. 
Today, Telstra employs more than 46 000 i" | a 
people and its sales revenue is over $24 billion. Fes | Telstra is one of Australia’s largest 
It owns more than $36 billion in assets. Telstra i SSE multinational organisations. 
operates overseas in markets in New Zealand, "iii: ; 
Europe, China and Hong Kong. 
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IA Characteristics of large-scale organisations 








KEY CONCEPTS Large-scale organisations are characterised by a large 
number of employees, a large amount of assets and large 
revenue. 


Large-scale organisations typically have management 
functions called operations, finance, human resources, 
marketing and research and development. 


An organisation is two or more 
people working together to achieve an 
objective. 


A large-scale organisation employs 
200 or more people, earns revenue in 
the millions, or has assets of more than 
$200 million. 


A multinational corporation is 
owned and based In one country and 
operates in many countries throughout 
the world. 


DID YOU KNOW? 


Wizard Home Loans has moved 
into the Indian market. One of the 
main reasons that it expanded 
overseas was because it recognised 
that there was an opportunity for 


the business to grow larger. 
O: 
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Corporate management 


An organisation is created when two or more people work together to achieve 
their common objectives. 

The Australian Bureau of Statistics defines a large-scale organisation (LSO) as 
one which employs 200 or more people or has assets (what the organisation owns) 
worth more than $200 million. An LSO may also earn revenue in the millions, and 
other considerations are relevant in defining the characteristics of LSOs. Let’s take a 
closer look at an LSO. The ANZ bank: 

e employs over 34 000 individuals worldwide 

e has assets of more than $390 billion 

e has total revenue of more than $10 billion 

e has a large market share (the proportion of a total market that a business 
controls) 

e serves approximately six million customers worldwide 

e is represented in some way in more than 1300 places around the world 

e provides general banking services to household customers — deposits, with- 
drawals, mortgages, personal loans, credit cards and investment services 

e manages international and corporate banking and investment services to govern- 
ments and corporate clients. 

The ANZ is also known as a multinational corporation because, although it 
is owned and based in Australia, it operates in more than thirty countries across 
Australasia, the Pacific, Europe, Dubai, the US and Asia. It also has a technology 
and operations centre in India. 

Some of Australia’s largest companies are listed in the following table. Incident- 
ally, all of these companies just happen to be multinationals. 


Australia’s 10 largest public companies 


Rank Organisation Sales revenue (US$b) Assets (US$b) 
1 Commonwealth Bank 33.6 466.5 
2 BHP Billiton 59.5 759 
3 National Australia Bank 38.9 499.4 
4 Rio Tinto 29.7 OA 
5 Westpac Banking Group 230 531.6 
6 ANZ Banking 205 348 
7 Telstra 23.0 36.3 
8 Woolworths 450 14.6 
9 Wesfarmers 31.9 35,3 

10 Macquarie Group 7 1521 


Note: Sales, profits, assets and market value were aggregated to produce a composite score, which determined rank. 
Source: ‘Australia’s 40 largest public companies’, 2008, forbes.com. 

















The fact that the ANZ employs over 34000 people 
is enough to qualify it as an LSO, but consider the 
sheer complexity and diversity of the ANZ and its 
business. Such an LSO requires a complex organ- 
isational structure to ensure adequate control of all its 
activities, because that control is beyond the capability 
of any one person. An example of an organisational 
chart showing the typical management functions for 
an LSO is shown in the following figure. 


Board of 
directors 


Managing 
oli g=re kel 


Typical management functions in an organisational structure 
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The ANZ call centre has been voted 
the best call centre for a number of 
years and the ANZ says it is because 
people answer customers’ calls. 





Staff who complete work on similar activities are grouped together in a depart- 
ment or function. Each function would be supervised by a different manager. A CEO 
(chief executive officer) might monitor the progress of the department managers. 


TEST your understanding 


List the main characteristics of a large-scale 
organisation. 

How does the Australian Bureau of Statistics define 
an LSO? 

Identify three Australian multinational corporations. 
What is the largest organisation in Australia by 
revenue only, according to the table on p. 4? Which 
is the largest organisation by assets only? 

Why have organisations expanded into overseas 
markets? 

Explain why an LSO requires an organisational 
Structure. 

List the five typical management functions in a 
large-scale organisation. 

Complete the following table. 


ANZ 





APPLY your understanding 
9 Use the LSO weblinks in your eBookPLUS to look 


at the following company web sites. Choose one 
and fill in the table below. 

e The Westfield Group 

¢ St Vincent's Hospital Melbourne 

e Salvation Army 

e National Australia Bank 

e Village Roadshow 


Name of organisation 


10 Interview a manager of a large organisation. 


Ask them about the role they perform in their 
organisation. In which function are they involved? 
Does the organisation have overseas markets and if 
so, in what countries? 


CHAPTER 1 


Large-scale organisations in context 


1.2 Variations in types of large-scale organisations 








KEY CONCEPT The main types of large-scale organisations in Australia include 


corporations, government departments and not-for-profit organisations. They 
vary in terms of their ownership and their purpose. 


A corporation is owned by 
shareholders and aims to make a profit. 


A shareholder is any person who 
owns shares In a company. 


A government business enterprise 
is government owned and operated. 





DID YOU KNOW? 


Over the past 20 years, there has 
been a worldwide trend to privatise 
some of these GBEs, This means 
they are sold to the private sector 
and then run as profit-making 
businesses, This process is known as 
privatisation. During the 1990s, the 
Australian Government privatised a 
number of public sector businesses, 
including Telstra, Qantas and the 
Commonwealth Bank. 

The Victorian Government has 
privatised gas, Melbourne rail 
services and power. 
jja 





Types of Australian large-scale 
organisations 


UNIT 3 © Corporate management 


Corporations 


A corporation, or company, is owned by shareholders and managed by directors. 
A shareholder is any person who owns one or more shares in a company. Think 
of a share as a unit of ownership in a company. Selling shares to the general public 
raises funds for establishing or expanding the company. The main purpose of a 
corporation is to make a profit. 

Shares in public companies are usually traded on the Australian Securities 
Exchange (ASX). Members of the public are able to buy or sell shares in public 
companies and such companies can have millions of shareholders. Examples of 
public companies include BHP Billiton, Telstra and Virgin Blue. 

Private corporations are not listed on the ASX and have restrictions on who can 
buy shares. They can have one shareholder (who would also be the director), but 
no more than 50 shareholders. Private corporations are often family companies. 
Companies such as Rip Curl, 7 Eleven and Retravision are examples of privately 
owned companies. 

Another type of corporation is a government business enterprise (GBE), which 
is owned and operated by the government. GBEs carry out government policies 
while they deliver community services and we don’t always think of them as being 
corporations. They are actually run just like 
companies, though — usually with a board of 
directors that is accountable to the government 
for the GBE’s performance. GBEs are typically 
large, and include some of the largest employers 
of people in Australia. Australia Post, Medibank 

Spee Se Se Private and VicRoads are examples of GBEs. 
PNTA ETIN ENNA vicRoads is also a statutory corporation — an 
Act of Parliament (a law) had to be passed to 
establish it. 





















Government departments 


Government departments exist at all three levels of government (federal, state and 
local). They provide essential community services such as health, education and wel- 
fare. The Department of Education, Employment and Workplace Relations and the 
Department of Families, Housing, Community Services and Indigenous Affairs are 
examples. 








Not-for-profit organisations 


Not-for-profit organisations include charities and foundations. Their main purpose 
is to provide goods, services or funds to prevent particular social problems or 
to continue their work for the benefit of the community. Examples include the 
Salvation Army, World Vision, Anglicare, the Australian Conservation Foundation 
and The Smith Family. These organisations do not generate business by selling 
products or services with the specific purpose of making a profit. Rather, they carry 
out their work freely or at a subsidised rate, and rely on volunteers, membership 


DID YOU KNOW? S52 


Public private partnerships (PPPs) 
occur when a corporation invests 

in public infrastructure, such as 
roads, while the government retains 
responsibility for the delivery of 
services. Eastlink in Melbourne was 
built as a partnership between the 


subscriptions and donations to continue operating. 

The term ‘not-for-profit’ can actually be a little misleading, because many charities 
and foundations do make a ‘profit’. Any surplus made, however, is used to expand 
the organisation and to continue the work of preventing problems or helping those 
in need. 


State Government of Victoria and 
ConnectEast. 
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DID YOU KNOW? 5E 


LSOs operate in all of the three main 
types of industry. Corporations such 
as OZ Minerals Ltd. are involved in 
primary industry (farming, mining, 
forestry). Manufacturers such as 
Kellogg (Aust.) Pty. Ltd. operate 

in secondary industry (where 

raw materials are turned into 
finished or semi-finished products). 
Government departments and 
not-for-profit organisations are 
predominantly found in tertiary 
industry (which involves the 
provision of services). Optus is an 
example of a corporation which 
works in the tertiary industry. 








The Salvation Army is an example of a large-scale organisation. It relies on volunteers, 
including celebrities, to help out. 


Outline the purpose of a government department. \ = 
Briefly explain what is meant by a public private 

partnership (PPP). 

Briefly outline the concept of privatisation. 

Distinguish between a corporation and a not-for- 

profit organisation. 


TEST your understanding 3 


1 Explain what is meant by a corporation, using the 
terms ‘ownership’ and ‘purpose’ in your answer. 

2 Distinguish between a public corporation, a private 
corporation and a government business enterprise 
by completing the following table. 


APPLY your understanding 


Use the Woolworths weblink in your eBookPLUS to 
tind out what type of organisation Woolworths is. 
Explain your answer — who owns it and what Is its 
main purpose? 

8 Use the Dick Smith Electronics weblink in your 
eBookPLUS to find out what type of organisation 
Dick Smith Electronics is. Who started it, who owns 
it today and what Is its main purpose? 


Number of 


Owner owners Purpose 7 


eBook. >- 


eBook- >- 





Objectives and strategies of large-scale 


G organisations 








KEY CONCEPTS La le orgal 


| | Every organisation aims to achieve an , or goal. An objective gives an 

An ol ive is a desired goal, Se . -a l er 
i organisation direction; that is, it provides the organisation with a path to follow, 

outcome or specific result that an a 
organisation intends to achieve. increasing its chances of being successful. Melbourne Water, a government owned 
corporation, develops its own unique objectives through planning. Because it is 
owned by the government, its objectives are different to those of a corporation 
owned by private shareholders or those of a charity. Melbourne Waters objec- 
tives relate to areas such as maintaining water resources; public health; the natural 
environment; financial viability; infrastructure; and relationships with customers, 
employees, government and the community. Melbourne Water develops its objec- 
tives using its vision and mission as a guideline. 








Vision and mission statements 


These two terms are often used interchangeably when organisations seek to clarify 
their purpose and expectations. The sta’ broadly expresses what the 
organisation hopes to become. It is more future ciel The 

formally expresses the reasons for an organisation’s existence, its purpose pay its 


The atement states what the 
organisation aspires to become. 


The mission si nt expresses why method of operation. 
an organisation exists, its purpose and The vision of Melbourne Water is ‘working together to ensure a sustainable water 
how it will operate. future’. Melbourne Waters mission is seen in its values: ‘we recognise that we achieve 


more by working collaboratively, we behave with integrity, we attain excellence 
through creativity and innovation, we celebrate our achievements and learn from 
our experiences, we work with openness, transparency and accountability’. 








Mission statements may relate to customers 
(using phrases such as ‘maximise customer satisfac- 
tion’, ‘remember that customers are our strength’) 
or employees (using phrases such as ‘offer career 
opportunities’, ‘remember that our employees are 
our strength’). Bendigo and Adelaide Bank Lim- 
ited’s mission statement reads: “We will focus on 
building and improving the prospects of our cus- 
tomers, communities and partners in order to 
develop sustainable earnings and growth for our 
business, and thus provide increasing wealth for 
our shareholders’. A clear mission statement should 
be concise, creative, focused and realistic. It may 
contain any special features of the organisation, the 
things that it values and what it hopes to achieve. 

The main purpose of these statements is to guide 
and direct the organisations owners, managers and 
employees. Most organisations include their vision 
and mission statements in a prominent position in 
their annual reports. 


Organisational 
objectives 


As organisations seek to achieve different things, 
each organisation has different objectives. It is 
obvious that many organisations exist to make a 
profit and will consequently measure their perfor- 
mance against objectives established around profit- 
ability (sales, market share, returns on investment). 
However, profits are not the only objective, as you 
can see by the vision and mission statements in the 
figure on the right. 

Many corporations today, such as Bendigo and 
Adelaide Bank, include customer service, commu- 
nity involvement, the environment and concern 
for employees within their objectives. Bendigo 
and Adelaide Bank focuses on customers, commu- 
nities and partners, and sustainable earnings and 
growth. 


‘Visy will be the leading provider of recycling (waste), paper and 
packaging products and services, via a dynamic business model that 


fosters innovative, sustainable solutions for superior returns.’ 


Our purpose 
‘... to deliver social, economic and environmental benefits to 


communities throughout Victoria by managing the Victorian arterial 


road network and Its use as an integral part of the overall 
transport system.’ 


Department of Education and Early Childhood Development 


(State government department) 


Our vision 


‘Every young Victorian thrives, learns and grows to enjoy a 
productive, rewarding and fulfilling lite, while contributing 
to their local and global communities.’ 


beyondblue: the national depression initiative 


(not-for-profit organisation) 


Our mission 


‘... to provide a national focus and community leadership to increase the 
capacity of the broader Australian community to prevent depression and 


respond effectively.’ 


Vision and mission statements from a range of organisations 


Government business enterprises and government departments will, of course, 


have objectives reflecting the provision of services to the community. VicRoads’ 
objective is to deliver social, economic and environmental benefits to communities. 
It does this by managing Victorias roads and transport. 

By definition, not-for-profit organisations exist to achieve objectives other than 
making a profit. If there is a profit motive, that profit is used to further help those 
in need. The primary objective of a not-for-profit organisation is clearly not to make 
profit to distribute to shareholders. For example, beyondblue is a not-for-profit 
organisation with the objective of raising community awareness of depression. Is 
beyondblue an LSO? Yes, and growing larger. 

Although making a profit is crucial for the long-term survival of most organ- 
isations, concentrating on this objective to the exclusion of all others may eventually 
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Visy 
(privately owned company) 


Our vision 


VicRoads 
(government business enterprise) 
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1.3 Objectives and strategies of large-scale organisations 





Strategies are the actions that an 
organisation takes to achieve specific 
objectives. 





Statements. 


TEST your understanding 


1 Outline the purpose of both vision and mission 


harm the organisation. Poor customer service, low staff retention rates, and damage 
to the environment or to the organisation’s reputation are just some of the likely 
consequences of concentrating on profit. 


Organisational strategies 


Once an organisation has established a set of specific objectives, the next step is to 
determine what needs to be done to achieve the objectives. Strategies outline how 
the organisation will attempt to achieve its objectives — they are a series of actions 
undertaken to achieve an end result. For example, a strategy to achieve the objec- 
tive of increased profit may be the introduction of a new product range. 
Successful LSOs are those that develop a range of different strategies to achieve 
objectives in different operational areas. A marketing objective, for example, might be 
to increase market share by 10 per cent. Strategies to achieve this might include: 
e targeting a new group of customers 
e increasing sales by using a new promotional campaign 
e increasing the number of distribution outlets 
e improving the performance or quality of the existing product. 
An LSO needs to make sure all the objectives and strategies are linked. Money 
will be required, for example, to implement the marketing strategies, so the finance 
strategies need to reflect this link. 


APPLY your understanding 


4 Working with a partner, write a suitable mission 
statement for the following organisations: 


2 Examine the figure on page 9, then answer the 
following questions: 

(a) Are there common features of these vision 
statements or mission statements? What are they? 

(b) What are the differences between these vision 
statements or mission statements? 

(c) Would it be important for employees, managers 
and customers to be familiar with an organisation’s 
vision or mission statements? Why? 

3 Complete the following sentences by filling in the 
blanks. 

(a) An objective is a 
organisation intends to 

(b) A vision statement states what the organisation 


thatan 


(c) A mission statement expresses ———— an 
organisation exists, Its and how it will 


(d) Strategies are the 
takes to achieve specific 


that an organisation 


(a) your school 

(b) the local library 
(c) AusAID (the government's overseas aid program) 
(d) Environment Victoria. 

What are your objectives for this year? Do you have 
a strategy to achieve those objectives? Complete 
the table below to see how strategies are linked to 
objectives (both personal and business ones). The 
table has been started for you. 

Use the NAB weblink in your eBookPLUS (e 
to determine the NAB’s objective. List the . 


Strategies you find. 
( plus J 


aN 
plus ) 


Use the Melbourne Water weblink in 
your eBookPLUS to find out what type of 
organisation it is. Outline Melbourne Water's 
objectives. 








Personal objective 


Strategy to achieve it 


Get an ‘A’ in VCE 
Business Management 


1 Read textbook 

2 Complete homework 
3 

4 


UNIT 3 © Corporate management 


LSO objective 


Increase profit 


Strategy to achieve it 


1 Launch new advertising campaign 
2 Improve customer service training 
3 
4 
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make to the economy 


The positive contribution that large-scale organisations 
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LSOs have an enormous impact on our lives — how we work, how we live and how 
we ‘play’. Ultimately, their activities determine the creation of wealth in society. 


and infrastructure. 


THE IMPORTANCE OF 
LARGE-SCALE ORGANISATIONS 





Contribution to economic growth 


Large-scale organisations are able to produce a huge amount of a wide range of 
goods and services. This contributes to economic growth, which is measured by 
gross domestic product (GDP) — the monetary value of all goods and services 
produced in Australia over a single year. The total output of the country’s diverse 
collection of LSOs makes a significant contribution to the national economy. In 
2007, the Australian Bureau of Statistics estimated that large businesses contributed 
around 41 per cent of GDP. 


Contribution to employment 


Large-scale organisations employ large numbers of people. Large businesses pro- 
vide jobs for 2.7 million people, or 33 per cent of the private sector workforce. 
In an economic climate where there are lower levels of unemployment and rising 
incomes, people tend to spend more, which increases the overall level of spending 
in the economy. Businesses do well and expand as profits increase. Employment 
rises. The wealth generated by this process creates higher standards of living. 


Contribution to exports 


Many large-scale organisations export their products to overseas markets. The NAB 
earns one-fifth of its revenue from overseas. Rio Tinto earns more than 90 per cent 
of its revenue from overseas. Exporting products overseas contributes to Australia’s 


Large-scale organisations in context 


KEY CONCEPT LSOs contribute to economic growth, research and development, 


The important contributions of large- 
scale organisations in the Australian 
economy 


Gross domestic product refers to the 
total monetary value of all goods and 
services produced in a country over one 
year. 





DID YOU KNOW? 


In 2004-05, Telstra estimated 
that it contributed around 
$15051 million to wealth creation 
in the Australian economy — or 
about 2 per cent of Australia's 


total GDP for that year. 
oe ——sS—~—”D 
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1.4 The positive contribution that large-scale organisations make to the economy 





The balance } nts is a record 
of a country’s ie and financial 
transactions with the rest of the world. 


DID YOU KNOW? 


In 1988, the Hawke-Keating 
Government decided to implement 
a wave of tariff cuts, bringing an 
end to the protection of many of 
Australia’s industries. As Australia’s 
markets were opened up, many 
industries feared for their survival. 
Since then, however, the volume of 
Australia's manufacturing output 
has grown by 40 per cent and 
exports have increased by 500 per 


cent. 
Oui- 


Resea | t refers to 
activities undertaken to: 
e improve existing products 
e create new products. 


An in\ n is the development of 
something new. 


Inr tion occurs when something 
already established is improved upon. 


DID YOU KNOW? 


The Australian Bureau of Statistics, 
in its latest survey of research and 
development activity, found a 
strong relationship between the 
rate of R&D expenditure and the 
size of the organisation. Large 
businesses are increasingly more 
likely than small businesses to 
undertake innovation. 








la ents (BOP). The BOP is a record of trade and financial trans- 
actions between residents of Australia and residents of the rest of the world, over 
a given period of time. A favourable BOP exists when there are more payments 
coming in than going out. 

The balance of payments consists of two accounts, which are always in balance. The 
current account records transactions such as exports and imports, income and trans- 
fers. The capital and financial account records borrowing and lending transactions. His- 
torically, Australia has recorded large current account deficits (CAD), often importing 
more goods and services than it exports. Over the last 20 years, however, Australian 
exporting industries have become more competitive in global markets. Exporting 
products creates jobs, boosts incomes and improves our living standards. 


Contribution to research and 
development 


Because a tieit size, LSOs have the capacity to undertake extensive ı 

: (R&D). R&D is undertaken in order to improve our knowledge, a 
then used by business to improve existing products or create new ones. Researchers 
and scientists undertaking R&D in large organisations have produced many new 
products. (developing something new) and (when some- 
thing that already exists is improved) are at the heart of our economy. Finding new 
ways to do things results in improved efficiency and increased productivity. 





According to the Australian Bureau of Statistics, business spending on R&D 
totalled $12 billion in 2006—07, an increase of 16 per cent in current prices over 
the previous year. The major contributors were the manufacturing ($4 billion), 
mining ($3 billion) and scientific and technical service industries ($2 billion). A 
large contributor to R&D is steel manufacturing organisation BlueScope Steel. 
In 1966, it introduced COLORBOND steel to the Australian market, and today 
this product is in demand from customers all around the world. BlueScope Steel 
believes that its R&D team provides the technological foundation for the organ- 
isation’s future growth and competitiveness. 
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Contribution to infrastructure growth 


Infrastructure is a broad term that refers to such things as roads, railways, 
communications systems, education and health facilities, and utility supplies. Most 
of these services are supplied by numerous LSOs, especially GBEs. The extent and 
quality of the infrastructure is crucial to the performance of the economy, because 
it assists in economic growth. Transport facilities, for example, are crucial for 
moving people and products, and electricity, gas and water supplies are essential 
for manufacturing operations. 

In 2008, the Victorian Government estimated that it would spend $4.1 billion 
on infrastructure projects between 2008 and 2012, in an attempt to stimulate the 
economy. One of these projects, which will benefit both the community and the 
corporate sector, is an upgrade to the Monash, City Link and Westgate freeways. 
It is estimated that this will deliver $14.5 billion in benefits through reduction in 
congestion and travel time. 


TEST your understanding 


1 Construct a mind map 
outlining the five key positive 
contributions of LSOs to the 
level of economic activity. The 
mind map at right has been 


Infrastructure refers to highways, 
railways, airports, Communications 
systems, education and health facilities, 
water, gas and electricity supplies. 





POSITIVE CONTRIBUTIONS 
OF LARGE-SCALE 


Sree LOr VON ORGANISATIONS TO 
2 Outline the role that research THE LEVEL OF 


and development plays in our ECONOMIC ACTIVITY 


economy. 

3 True or false? If the definition 
is false, write out the correct 
definition. 

A Economic growth can be 
measured by GCP. 

B Innovation is a process of following a new trend. 

C Australia’s balance of payments consists of two 
accounts which only balance when there is an 
increase in exports. 

D Research and development is just about getting 
the organisation ready so that It is prepared for Situation 
research. 

E Infrastructure refers to highways, railways, airports 
and communication systems. 


. ublic partnership. 
F Gross domestic product is the total amount of à à i 





Contribution 


A government has announced plans to | Contribution to 
build a new freeway, using a private— infrastructure 


spending on waste disposal. A large company plans to build a new 
power plant just outside a regional 
APPLY your understanding town, 
4 You have been asked by your manager to prepare A publicly listed company has 
a three-minute presentation titled ‘How large-scale completed new research into an 
organisations contribute to our economic and social innovative product. 
wellbeing’. The presentation is to be given to the local A government business enterprise has 
industry group meeting. Prepare some multimedia seen a dramatic increase in the volume 


materials to supplement the oral presentation. of services it offers over the last five 


5 Complete the table by stating what positive contribution | years. 
to the economy each of the situations makes. The first 
entry has been completed for you. Some situations may 
make more than one contribution. 








A private company earns halt of its 
revenue from overseas. 


Large-scale organisations in context + CHAPTER 1 





] The negative contribution that large-scale organisations 
® 


make to the economy 








KEY CONCEPT Large-scale organisations are sometimes criticised for the 


negative contributions that they make to the economy. 


Downsizing involves workplace staff 
reductions, with the elimination of jobs 
and positions. 


Outsourcing is the practice of having 
non-core tasks completed by another 
person or organisation. 


DID YOU KNOW? 
Telstra was criticised for sending 
hundreds of call centre jobs to the 
Philippines late in 2008. 








Large-scale organisations can face criticism for their actions. Sometimes LSOs are seen 
as not caring, and only seeking to maximise profits and returns to shareholders. 


Downsizing 


Some LSOs attract criticism when they lay off workers in an attempt to reduce 
costs and improve productivity. When organisations seek to reduce the number of 
staff it is called downsizing. In 2009, Fairfax attempted to downsize by dismissing 
more than 500 staff, including 165 editorial staff at the Herald, The Age and its New 
Zealand newspapers. 


Outsourcing 


The term outsourcing is common these days and sometimes causes bad publicity 
for an organisation because it may result in local job losses. Outsourcing means that 
some part of an organisation's function is transferred to an external person or organ- 
isation. Usually, tasks which are not part of an organisation’s core business, such as 
accounting or customer service, would be contracted to another organisation. For 
example, Qantas contracts its information technology, including customer manage- 
ment, to several external organisations — both in Australia and overseas. Many 
organisations outsource because they believe it can bring positive benefits such 
as cost savings, improvements to quality and access to operational expertise (the 
external organisation has expertise in managing the task, which the LSO does not 
have). However, it does mean that staff currently performing those tasks could lose 
their jobs. Some LSOs have been condemned for outsourcing overseas. 

Many people also disapprove of multinational organisations using raw materials 
from overseas sources. General Motors Holden (GMH) and Toyota have often faced 
criticism for abandoning local parts suppliers in favour of suppliers in China and 
other Asian countries. In 2006, GMH president and managing director, Denny 
Mooney, hit back at criticism of GMH'’s parts-buying policies. He said that two- 
thirds of the Commodore, by dollar value, was sourced in Australia. 


Damage to the environment 


Some LSOs cause damage to the environment through their activities, whether 
by polluting or contributing to greenhouse gas emissions. Human activities such 
as agriculture, manufacturing, power generation and transportation contribute to 
greenhouse gas concentrations, and large-scale organisations are certainly involved 
in all of these tasks. Environmental damage can have an impact on the economy, 
especially in terms of the costs of repairing or cleaning up the damage done. 

The Stern Review, a 2006 report, suggested that the investment required to avoid 
the worst effects of climate change might reduce global GDP by up to 1 per cent. If 
nothing is done, the report concludes that global GDP could be 20 per cent lower 
than it otherwise might be. Australia’s version of this report, the Garnaut Climate 
Change Review, published in 2008, said that the overall cost to the Australian economy 
of tackling climate change was manageable and in the order of 0.1-0.2 per cent of 
annual economic growth to 2020. 
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There is no doubt that many modern LSOs are addressing the issues of damage 
to the environment and global warming, though there are still some that face 
criticism or prosecution for their actions. In 2007, the management of Alcoa's 
Wagerup alumina refinery (in Western Australia) pleaded guilty after being charged 
in relation to a spill that occurred in 2005. The company was fined $20 000, the 
spill was cleaned up and left no environmental harm. Alcoa has also been twice 
accused of allowing red dust from the Wagerup waste disposal areas to cause 
pollution. In 2004, Alcoa pleaded guilty to this and was fined $60 000. 


TEST your understanding Telstra outsources its customer support and call 
centre activities to India. 

David James is planning to build a new factory In 

Dandenong which will create 500 new jobs. 

The Victorian Government has just completed a 

new rail line connecting the outer south-eastern 

suburbs trom Lilydale to Cranbourne. 

In order to reduce costs and improve productivity, 

Forster's has decided to cut 200 jobs. 

Scott’s has recently been found guilty of 

depositing pollutants into a river. Waste leaked 

through a pipe which the large business failed to 

repair. 

Biotix has invested an extra $10 million into 

its research and development department as it 


e why so many LSOs have downsized their 
workforce. 
Outline the criticisms that can be made of certain 
activities of large-scale organisations. 
Complete the following sentences by filling in the 
blanks: 
(a) Downsizing involves workplace staff 
with _____—_— oof jobs and positions. 
(b) Outsourcing is when the LSO has one of its 
tasks completed by 
(c) Environmental damage can impact on the 
economy because of the costs of 
of any damage done. 


PLY your understanding searches for new common cold treatments. 
McGrath's has been a major exporter to Asia for 
20 years, but has decided to increase its exports 
by 10 per cent. 

‘The negative economic impacts of LSOs outweigh 

the positive.’ Discuss. 


ides your page into two columns, using the 
following headings: ‘Positive contribution to 
the economy’ and ‘Negative contribution to the 
economy’. Decide whether the following scenarios 
are positive or negative and then write them into the 
appropriate column: 
e HNP Vehicles has improved its production levels 
for the second year running, from 70 000 to 
80 000 cars. 
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APPLY YOUR SKILLS: Large-scale organisations and their 


economic impact 





accurately use relevant management terms 

research aspects of the management of large-scale organisations using print and 
online sources 

analyse business information and data 

analyse the context in which large-scale organisations operate. 


Job cuts — what do they really mean? 





In 2008, Ford announced that it was set to cut up to 15 per cent of its 


Hi h t | manutacturing workforce in Australia, including hundreds of jobs at its Geelong and 
IQ pe ro Broadmeadows plants. These job losses were in addition to Ford’s 2007 decision to 
i close its Geelong engine plant by the end of 2010, which would result in another 
prices encouraged 600 jobs being lost. At the time, Ford employed 4500 people in Australia, with 2500 
consumers to switch in manufacturing. 
A spokeswoman for Ford, Sinead McAlary, said that the company was plannin 
to smaller cars. : f ae a 


to cut production and cut its workforce because of falling demand for Its large, six- 
cylinder cars. Another reason given was the expected continuing deterioration in the 

. | economy. Ford was also struggling with problems with its 
parent company in the United States (which was dealing with 
massive financial losses). 

Unions warned that the job losses at Ford could have serious 
tlow-on effects on the local car parts industry that supplies Ford, 
possibly causing jobs in other businesses to come under threat. 

Throughout 2008, Ford had been severely affected by 
falling sales of large cars, such as the Falcon sedan, wagons 
and utilities and Territory wagons — all built in Victoria. High 
petrol prices encouraged consumers to switch to smaller cars. 
The new model Falcon was selling well, but sales were still 
behind those of the Holden Commodore. 

Ms McAlary said that a cut in production by up to 25 per 
cent was a strategy that Ford was putting into place in 
response to the problems facing the local car industry. She 
said that Ford was looking at where it could cut costs across 
all of its divisions, including engineering, administration, product design, marketing 
and the factory floor. She did announce, however, that Ford would be commencing 
ee een en ae production of the small Focus by 2011. This would add 40 000 cars to the local 
are protesting about losing their production line. 
jobs. Ford's news followed Cadbury Schweppes's announcement that it would cut 

hundreds of local jobs, and many other large organisations were warning that job 
losses could follow as the Australian economy deteriorated. 





You often hear about companies 
downsizing by cutting jobs, but 
government departments downsize 


TEST your understanding APPLY your understanding 
1 List reasons large organisations give for cutting 5 Use the Internet to research an LSO that has also 
their workforces. had to reduce staff numbers. Phrases such as ‘jobs 
2 In what ways could the job losses at Ford affect threatened’ or ‘jobs cut’ might be useful to enter 
other businesses? into a search engine such as Google. Write a one- 
3 What strategy has Ford put in place to respond to minute newsflash which covers the following: 
the problems facing the local car industry? e name of the organisation 
4 Explain how the local production of the Ford Focus e what the organisation produces 
could affect employment in Australia. e the number of jobs it expects to cut 


e why the jobs are being cut 
e the social and economic impact of the job losses. 
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Research and development — does It make cents? 





Business spending on research and experimental 
development (R&D) increased for the eighth consecutive year 
in 2006-07, to a total of $12 billion, according to figures 
released in 2008 by the Australian Bureau of Statistics (ABS). 
Large businesses accounted for more than two-thirds (70 per 
cent) of total R&D expenditure. 

Even though business expenditure on R&D (known as 
BERD) was up by 16 per cent from 2005-06, Australia 
continued to lag behind what other OECD countries spent 
on innovation as a proportion of gross domestic product 
(GDP). Between 2005-06 and 2006-07, Australia’s business 
expenditure on R&D as a proportion of GDP (BERD/GDP) 
increased from 1.07 per cent to 1.15 per cent — remaining 
below the OECD average of 1.56 per cent. 

Other countries spend significantly more. Sweden tops the 
table with 2.79 per cent of GDP spent on R&D. Japan spends 
2.62 per cent, Korea 2.49 per cent and the US 1.84 per cent. 

Back in 2005, David Gelb, the R&D partner in KPMG’s 
Melbourne tax division said: ‘There is no doubt that we are 
not spending enough on research and development’. He 
believed that government needed to play a pivotal role in 
encouraging R&D spending. ‘Unfortunately large companies 
are beholden to investors, who are increasingly focused on 
incredibly short-term results and R&D is intrinsically about 
risk-taking and, ultimately, long-term gain.’ 

The Australian Government allows companies to make 
deductions tor expenditure on R&D activities when they 
lodge their corporate tax returns. In 2007, the government 
further boosted R&D investment with a 10-year, $1.4 billion 
package to help Australian industries become more 
internationally competitive and sustainable. 

Tom Quirk, Virax Holdings chairman, disagreed with 

Mr Gelb, saying that R&D should be left to business. ‘R&D 


TEST your understanding 


1 How much money did large businesses spend 7 
on research and experimental development in 
2006-07? 

2 Explain how Australia compares to other OECD 
countries in terms of business expenditure on 
research and development. 

3 Outline David Gelb’s opinion on R&D expenditure. 

4 In what ways does Tom Quirk disagree with David 
Gelb? 

5 Does innovation only come about because of 
spending on R&D? 

6 Listthe Australian companies mentioned which 
heavily invest in R&D. 





APPLY your understanding 


is essential for business to grow and expand. Government 
incentives are nice but it is business that drives R&D, not the 
other way around,’ Mr Quirk said. ‘There is no compelling 
evidence that R&D is really the critical determinant for 
economic growth. | would argue that marketing and selling 
are more important and interaction with customers and 
markets sets the direction for innovation which helps drive 
R&D.’ 

Business Council of Australia policy director, Maria Tarrant, 
said that many companies do not achieve innovation through 
R&D spending, but through adapting processes or applying 
new technologies. She said that this occurs particularly in 
the service sector. Ms Tarrant pointed out that this sort of 
innovation is not included in the ABS BERD measurements. 

Large organisations, such as mining companies BHP 
Billiton and Anglo Coal, have combined R&D efforts in the 
past through cooperative research centres that develop 
drilling activities, and ventures such as automating vehicles 
for underground mining. Large manufacturing businesses, 
such as BlueScope Steel, also invest significant amounts of 
money in R&D. CSL Limited, a biopharmaceutical company, 
invested $191 million in R&D in 2006—07. 

Research and development is one way in which large 
organisations develop innovative products to satisfy 
customers. Origin Energy contributed to the development of 
new solar technology by the Australian National University and 
is now manufacturing its SLIVER solar cells. These solar cells 
are very efficient and, as they allow light through, they may 
be used to replace windows while still generating electricity. 
SLIVER technology may also produce cells that can be flexible, 
allowing them to be used on toys, cars and even in space. 

Source: Based on R Barnes 2005, ‘Nobel puts focus on R&D’, 
The Age, 16 October. 





Use the Australian Bureau of Statistics weblink 

in your eEBookPLUS to find the most up-to-date 

release for ‘Research and Experimental Development, 

Businesses’. Then click on ‘Main Features’ and find 

the BERD/GDP ratios of OECD countries. 

(a) Graph this information for the top 15 countries. 
For each country show how the ratio of BERD to 
GDP has progressed over the last five years. 

(b) Write a comment summarising the results of your 
graph. Do you see any trends? Which countries 
are improving their BERD (as a proportion of 
GDP)? How is Australia performing compared to 
the other top OECD countries? 

Do you think that the government should do 

more to encourage businesses to spend money on 

research and development, or should it just be left 

up to the corporate sector? 
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Internal and external (macro and operating) 


environments 








KEY CONCEPTS All large-scale organisations operate in a business 


environment, which is divided into the internal and external 
(macro and operating) environments. 


Factors within the macro and operating environments can 
pressure organisations to change practices, policies or products. 


The internal environment includes all 
those things over which the organisation 
has some degree of control. 


The external environment includes 
those things over which the business 
has little control. It may be divided into 
an operating environment and a macro 
environment. 


An organisation's operating 
environment refers to the outside 
factors with which the organisation 
interacts in the course of conducting Its 
business. 


Customers are the buyers or users 
of the products of a large-scale 
organisation. 


DID YOU KNOW? 


The internal environment can 

be restructured to conform 

with management decisions as 
business opportunities come 

and go. Telstra, for example, 

has considerably restructured its 
internal environment as it develops 
new business outside its traditional 


landline telephone services. 
=~” 


An organisation's suppliers are those 
organisations and individuals that 
supply resources to the organisation, 
allowing it to conduct its operations. 


OT aS 





The business environment is the surrounding conditions in which the organisation 

operates, and it can be divided into two broad categories: internal and external. 

e The internal environment, sometimes called the micro environment, refers to 
conditions inside the organisation that affect its performance, such as manage- 
ment policies and processes. It includes anything the organisation has some 
degree of control over. 

e The external environment refers to conditions outside the organisation and 
includes those things it has little control over. The external environment is made 
up of the macro environment and the operating environment. 


The operating environment 


An organisations operating environment, sometimes called the task environment, 
refers to the outside stakeholders the organisation comes into contact with in the 
course of conducting its business. These include: 

e customers 

e suppliers and creditors 

* competitors 

e lobby groups. 


Customers 


Customers are the reason that organisations exist. They buy an organisation's 
product or use its services, expecting high quality at competitive prices. Organ- 
isations must respond to the needs of customers, making sure that the right product 
is delivered at the right time. High levels of customer service result in improved 
customer satisfaction. 

Customers have become more health and environment conscious and this can force 
organisations to change their products or practices. In 2008, for example, Unilever 
bowed to public pressure and decided to make sure that its palm oil supplies come 
from sources that are certified as sustainable. Unilever is a global producer of many 
well-known brands, such as home and personal care products (for example, Dove, 
Impulse and Omo detergents) and foods and beverages (for example, Flora, Lipton 
and Streets ice cream). Palm oil is used in Dove products and Unilever was convinced 
that global demand for palm oil, for both food and fuel, was destroying rainforests. 


Suppliers and creditors 


Suppliers are the people and businesses that supply resources to an organisation 
so that it can conduct its operations. Examples of resources are raw materials, 
equipment, machinery, finance and information. Finance is sourced from creditors 
such as banks, finance companies or other businesses. Usually, organisations have 
a number of suppliers of raw materials. This makes them less vulnerable to supply 
difficulties and reduces the impact of price rises. It is important for any organ- 
isation to develop a reliable network of suppliers. 
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Competitors refers to organisations that offer rival products or services. Organ- 
isations not only need to be aware of existing competitors, but also need to monitor 
the environment for potential newcomers. When ING Direct Australia, a subsidiary 
of the Dutch financial services company, ING Group, was launched in Australia, for 
example, it began to offer customers high returns on savings accounts. The big four 
banks — ANZ, Commonwealth, NAB and Westpac — now also offer high-interest 
online savings accounts. 

Organisations also need to respond to any change in the actions of its com- 
petitors — for example, the launch of Virgin Blue airline caused Qantas to signifi- 
cantly alter the operation of its business. New marketing approaches were adopted, 
discount airline Jetstar was established, cost cutting measures were implemented, 
discount fares and travel packages were redesigned, and customer loyalty was 
rewarded in frequent flyer points. The actions of competitors have been crucial in 
driving change as the newer airline attempts to take a profitable market share from 
the existing airline. 





Competitors are other organisations 
that offer rival products or services. 


1.6 Internal and external (macro and operating) environments 





Lobby groups are groups of people 
who attempt to directly influence or 
persuade an organisation to adopt 
particular policies. 


DID YOU KNOW? 


Union membership in Australia 
more than halved between 1990 
and 2007, from 40.5 per cent of 
the workforce to just 18.9 per cent, 
according to Australian Bureau of 
Statistics data. The trend is partly 
due to a move away from blue- 
collar jobs to those in the service 


sector, which is less unionised. 
O 


The macro environment is made 

up of the broad factors in the 
economy and society within which the 
organisation operates. 


Globalisation is the effect of hi-tech 
communications, lower transport costs 
and unrestricted trade and financial 
flows turning the whole world into 

a single market, producing a more 
integrated global economic system. 


DERC 





Occasionally, competition can be reduced through the takeover of a competitor 
— for example, Qantas bought rival airline Impulse in June 2001. 


Lobby groups 


Lobby groups are people who attempt to convince an organisation to adopt par- 
ticular policies. Three common types are: 


1 Trade unions. Employees may choose to join a union in an attempt to improve 
their pay and conditions. 


2 Consumer groups. These lobby groups, such as the Australian Consumers Associ- 
ation (ACA), monitor an organisation’s performance in terms of product safety, 
packaging, pricing and advertising. 

3 Specific issue groups. These groups combine to focus on one specific area, such 
as youth unemployment, civil liberties, anti-globalisation or environmental pro- 
tection. BHP Billiton, for example, often receives criticism from environmental 
groups of its mining activities. It responds by undertaking environmental impact 
studies and rehabilitation works. 


The macro environment 


Changes in the macro environment can affect all LSOs. This environment 
comprises the forces, conditions and trends in the economy and society within 
which the organisation operates. Changes within the macro environment make 
it necessary for managers to make adjustments to the organisations operations. 
New government regulations may require, for example, an organisation to install 
pollution-control devices. Or, in response to changing social attitudes, organisations 
may alter traditional work practices to accommodate more family-friendly or less 
discriminatory policies. 

External changes stem from the changing nature of markets and increased 
competition. They are also produced by global, political, technological, econ- 
omic, social and legal factors. These forces are experienced across all levels of 
organisations. 


Globalisation 


Globalisation means that organisations now operate in a worldwide market. Better 
technology and methods of transportation, and unrestricted trade, have allowed 
the whole world to become a single market. This has meant both challenge and 
opportunity for businesses. The challenge many organisations face is that they now 
find themselves competing on a global scale. 


Political influences 


Both state and federal government policies impact on organisations. Major political 
change can lead to organisational uncertainty. Governments at all levels in Australia 
regularly face elections, so there is an element of politics in most major issues that 
affect the organisational environment. An example of a dominant political issue 
affecting Australian organisations was the introduction in July 2000 of a goods 
and services tax (GST). The GST has had a major impact on many aspects of 
organisational operations because organisations became responsible for collecting 
the tax on behalf of the government. 

Elected governments attempt to make or change laws which have an impact on 
organisations. Governments also regulate or deregulate business activity. 
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Technological developments 


Global technological innovation has increased at a remarkable pace, revolutionising 
the workplace and every aspect of daily life. With appropriate technology, organ- 
isations can increase efficiency and productivity, create new products and improve 
the quality and range of products and services. The use of hi-tech robotics in many 
manufacturing industries is improving productivity, reducing operating costs and 
eliminating many boring and repetitive tasks. 

New communications technologies allow information to be transmitted rapidly to 
an ever-increasing number of customers with a speed that now makes communication 
almost instantaneous. The latest ABS statistics reveal that there are 7.23 million 
subscribers to the Internet in Australia, of which 1.02 million are business and 
government subscribers. 


Economic influences 


All of the economies in the world go through fluctuations; they all experience good 
times and downturns. Changes in economic activity impact on the performance 
of all LSOs. When an economy is in downturn, it will most likely mean that cus- 
tomers are not spending as much. Reduced spending translates to reduced profits 
for business. 

Another economic influence outside the control of an organisation is the 
exchange rate. When the exchange rate falls, organisations will find it more 
expensive to import materials from overseas. An increase in interest rates will add 
to the cost of borrowing money for businesses. Other economic factors such as 
inflation and unemployment impact on consumer spending, which in turn affects 
the profits of businesses. The price of oil has increased dramatically through the 
beginning of the 21st century and this has represented a rising (and fluctuating) 
cost to organisations. 


Social attitudes 


Societys attitudes to what is right and wrong are constantly changing and this 
affects the ways in which LSOs operate. Increased access to rapid communications 
has made the world’s population more acutely aware of what organisations are 
doing. Pressure from society has forced organisations to implement procedures to 
preserve and protect the natural environment. One recent example of this is the 
tough new conditions imposed on its suppliers by the biggest general retailer in 
the United States, Wal-Mart. As part of its sustainability efforts, Wal-Mart will insist 
that suppliers document and reduce their carbon emissions. 

Society requires that large organisations sell acceptable products and treat staff 
with respect. Organisations today are also expected to contribute to society by 
returning something positive to the communities in which they operate. As part of 
its ‘Energy for Life’ community program, for example, AGL helps to pay the winter 
energy bills for shelters for homeless people in New South Wales, Victoria and 
South Australia. This enables the emergency accommodation services to put funds 
back into the important work of supporting Australia’s homeless. 


Legal influences 


Organisations are required to comply with laws made by Parliament and rulings set 
down by the courts. Changes in legislation regarding environmental and consumer 
protection, occupational health and safety, industrial relations and trade practices 
reform will have major and increasing impacts on the conduct of organisations. 
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Of all the music downloaded in 
2008, 95 per cent (or more than 
40 billion files) was downloaded 
illegally and not paid for, according 
to an International Federation of 
the Phonographic Industry (IFPI) 
report. The Internet is a source 

of opportunity for the music 
industry, but it also threatens 

the traditional large music labels. 
Smart companies, such as Apple 
(with its iTunes store), Amazon 
and 7digital are cashing in — 

legal digital global sales grew 

by an estimated 25 per cent to 
$3.7 billion in value in 2008. Legal 
digital music downloads accounted 
for about 20 per cent of the music 
industry's global recorded music 
sales. Revenue from retail CD sales 


continues to fall. 
OU 
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1.6 Internal and external (macro and operating) environments 








TEST your understanding 


1 Choose an LSO such as BHP Billiton. 
(a) Distinguish between the internal and external environment of this organisation. 
(b) Give an example of each of the factors in Its macro environment. 

2 Explain the impact each of the operating environment factors has on large-scale organisations by completing 
the table below. The first factor has been completed for you. 


Factor influencing the 
operating environment Brief explanation Impact on organisations 


Customers Buy products from LSOs, expecting high- Must respond to the needs of 
quality products at competitive prices customers 


3 In what ways is the macro environment different from the operating environment? 
4 Explain the impact each of the macro environment factors has on large-scale organisations by completing the 
table below. The first factor has been completed for you. 





Factor affecting the 
macro environment Brief explanation Impact on organisations 


Political influences Elected governments at all levels in Must comply with the laws and 
Australia regulate markets and have the regulations introduced by new 
power to make or change laws. governments 





APPLY your understanding 


5 The following table gives three examples of external factors, each of which has affected a particular 
organisation. Tick the box in column 2 or 3 to indicate whether the example illustrates an operating or a macro 
tactor affecting the organisation. Use the business section of a newspaper to find another two examples and Till 
in rows 4 and 5 in the following table. 


External factor example Operating factor Macro factor 


1. Technology: Woolworths operates self-service 
checkouts 


2. Social attitudes: McDonald’s now serves fair 
trade coffee (produced where coffee growers 
and workers have not been exploited) 
3. Economy: Qantas has had to tolerate higher fuel 

costs because of the increase in world fuel prices 





6 Use the Caltex Australia weblink in your eBookPLUS to choose three macro factors and three N 
operating factors which you believe have an impact on Caltex Australia and comment on how they ( T 
might apply to this organisation. For example, Caltex values customers, ‘providing products and ' 


services that meet or exceed the needs of our customers’. Consider all of the factors in the external 
environment as you browse this web page. 
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EXTEND YOUR KNOWLEDGE: Effect of external environments 





Factors in the external environment pressure organisations to 


change their products and the way they operate. 


Age of customer dawns as emotional 


connection puts a premium on cachet 





Technology makes it easier for elite brands to become retailers and many are seizing 
a niche. 

In one sense, there is nothing new about the concept of the all-powerful 
customer. Drucker’s insight explains why customers have shaped the strategies and 
destinies of retailers, and not as is commonly thought, the other way around. 

It also explains what happened to Starbucks, a phenomenon that set itself up as 
the third space away from home and work, like a pub where you don’t drink, and 
gave American consumers something that was less about coffee than about the 
way they wanted to be seen. Starbucks’ management made the mistake of over- 
extending the brand, turning It into something ubiquitous, putting It into hospitals 
and airports. 

Starbucks lost its pizzazz because management forgot about customers’ emotional 
needs for status, and even generating a little envy. When something becomes too 
common, it stops being cool. Starbucks, now facing its first quarterly loss, has 
announced it Is closing 650 stores and cutting 13 000 jobs. 

Customers’ emotional needs continue to reshape retail. In the old days, customer 
loyalty existed because people had nowhere else to go. 

Now customers are more in control. Forces such as eBay, cash-back sites and so- 
called aggregators, which compare prices at the click of a mouse, are some of the 
drivers. Just as the growth of the suburbs and affluence of the post-war years gave 
us shopping centres and malls, the changing values of customers have created new 
retail models. Customers now seek an interaction and the traditional big blocks that 
have segmented customers are being broken down on behavioural terms. There is 
greater demand for niche products, and the Internet has unblocked bottlenecks of 
distribution and communication. 

Power has shifted from retailers to consumers. Technology and greater access 
to Information allow consumers to know more about what's on offer. Similarly, 
information is now defined more by peers and opinion leaders through, for example, 
blogs and web sites, a trend that is eating into the power of advertising. 

That's why many brands now want to be a retailer. You see it at any post office. 
Similarly, banks have spent hundreds of millions of dollars on branch openings and 
refurbishment schemes. Branches are now called retail outlets, places that have 
gone from centres of transaction to where you go to get sold something. Branches 
have been redesigned and fitted out in distinct zones. Westpac and Commonwealth 
Bank have employed ‘greeters’ who direct traffic to the zones, and ANZ has a ticket 
system that eliminates queues and turns the experience into something approaching 
waiting at a deli. 

There are distinctive changes in the retail offerings, too. Branding specialists at 
FutureBrand say retailers need to create emotional connections with these new 
consumers. FutureBrand has identified six key trends: active citizenship, which 
has seen stores such as McDonald's revamping their design and offerings; urban 
villages, which tap into a growing sense of community and which, for example, 
has seen the growing popularity of markets; global tribes, which target the need 
for a sense of belonging and where brands such as Abercrombie & Fitch offer 


(continued) 
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Ugg boots became a fashion trend 
from the middle of the 2000s, when 
celebrities began to wear them. 
Customers used the Internet to 

try to track down boots in 2004 as 
supplies ran out. As local businesses 
seized the opportunity to meet 

this demand, a legal battle about 
the ownership of the name ‘Ugg’ 
commenced. From 2003 to 2006, 
the American company, Deckers 
Outdoor Corporation, attempted 

to stop competitors, particularly 
Australian ones, from producing 
Ugg boots, claiming that it held the 
trademark to the name ‘Ugg’. In 
2006, Deckers’ Australian trademark 
was removed from the Australian 
Trademarks Registry. However, 
companies must still sell their boots 
into the US under the description 
‘sheepskin boots’, 
ae kia ae 
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"membership; antidotes, where brands seek to make the world a cleaner place; new 
traditionalism, where new brands are being packaged with traditional values; and 
value savvy. 
FutureBrand’s vision of emotional connections is everywhere. British clothing chain 
TopShop, for example, has just installed self-photography studios at its flagship 
stores that allow customers to discover their inner model. Customers can check their 
pose in a large mirror, and then press a button for a digital photograph. 


Similarly, there is the bizarre trend of what has been called ‘premiumisation’ — in 
line with that awful habit in business where suffixes are attached to a noun to turn 
6 There IS only one it into a verb and back into a noun again — where sectors put out premium versions 
: a. Sa of just about everything and which, according to reports, are selling well despite the 
valid definition of q economic slowdown. 
business purpose: to Listed by the Trendwatching.com web site among the big trends expected to make 
9 great inroads this year, experts point to products such as Tasmanian Rain bottled 
create q customer. water, released in the US in January by a New York-based company. It is selling for 
Peter Drucker 1984, The practice of US$25 (A$26.10) a bottle, or you can pay US$63 for a case of 12 bottles if you buy 
management. it online. 


Tim Riches, FutureBrand’s Australian managing director, says the emotional pull 
leaves Coles and Woolworths vulnerable. It’s not that they are in any danger, as their 
strength lies in their convenience and product range. 

But Melbourne Business School research in 2006 found that Coles and 
Woolworths were poor performers on the customer satisfaction scale developed by 
Bain consultant Fred Reichheld, in which customers are asked a simple question: how 
likely are you to recommend us to a friend or colleague? 

And that, says Riches, opens the way for competitors: ‘The future holds risk 
because it leaves the pathway completely open for other brands to come in and 
present offers that have a greater potential for emotional connection.’ 


Source: L. Gettler 2008, in The Age, 6 August, Business section p. 12. j 


TEST your understanding EXTEND your understanding 


1 Explain the impact of customer needs on 8 Outline methods that Coles or Woolworths could 
Starbucks in 2008. use to Improve their emotional connections with 
2 How are customer needs affecting retail customers. 
businesses? Find an example from the article which relates 
Why do customers know more about what to each of the external factors in the following 
products are on offer? table. 
How has the power of the customer affected 
other industries such as communications and External 
banking? factor Example from the article 


List the ways that retail organisations can create 
emotional connections with their customers. Customers | 
How is TopShop using technology to connect with 


In what situations would competitors seize the se 
opportunity to connect with an organisation's developments 
customers? 
Social 
Bae 
Economic 
fame | o 
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Performance indicators — profitability, sales 


a and productivity 








KEY CONCEPT Profitability, sales and productivity are some of the performance 


indicators used by organisations to evaluate performance. 


Toyota Australias mission is to ‘deliver outstanding automotive products and 
services to our customers, and enrich our community, partners and environment’. 
After determining the organisation's objectives and strategies, management at Toyota 
will ask: ‘How well did we do?’ They evaluate performance by determining whether 
the objectives have been achieved. Evaluation is done by constantly asking: 

e How is the organisation performing? 

e Is the organisation performing as planned? 

e Has its performance improved over time? 

e How does its performance compare to that of similar organisations? 

Once measurements have been collected, organisations such as Toyota can identify 
and investigate any discrepancies in comparison with original planned objectives. The 
organisation needs to ask whether the desired results were achieved and, if not, where 
and why they failed. If strategies were successful, the organisation should examine 
what made them a success and re-use these strategies. By evaluating successful 
operations, the organisation may also identify weak spots that can be improved. 

A large organisation such as Toyota evaluates its performance by assessing 
whether it has been effective as well as efficient. Effectiveness indicates to what 
degree an organisation has accomplished the objectives it set out to achieve. In 
other words, the organisation is ‘doing the right things’. If an organisation’ goal 
was to make profit, then improving profit from one year to the next would be 
seen as effective. Efficiency refers to how well an organisation uses the resources 
needed to achieve a goal. The most efficient use of resources occurs when benefits 
are greater than the costs of resources employed. If an organisation reduced the 
amount of waste it produced while achieving its objective of profit, for example, 
then this may be considered to be efficient. 

Large organisations use key performance indicators (KPIs) to precisely evaluate 
performance. KPIs are criteria used as a measure of the success, or the efficiency 
and effectiveness, of a particular area of the organisation's operations. 





KPIs draw on information taken from a variety of sources, such as accounting 
reports, statistics, data gathered from customer or employee feedback, or from 
observation. Lets have a look at some typical KPIs, starting with how businesses 
measure profitability. 


Profitability 


One important indicator is profitability, which measures the earning performance 
of the organisation and indicates its capacity to use its resources to maximise 
profits. Profitability depends on both the revenue earned by an organisation and 
the ability of the organisation to increase selling prices to cover purchase costs and 
other expenses incurred in earning revenue. An organisation that improves profit- 
ability is considered to have performed successfully. 





LSOs evaluate their objectives using KPIs. 


Large-scale organisations in context 


Effectiveness is the degree to which 
an organisation has achieved Its stated 
objectives. 


Efficiency refers to how well an 
organisation uses resources to achieve 
objectives. 


Key performance indicators are 
specific criteria used to measure the 
efficiency and effectiveness of the 
organisation's performance. 





DID YOU KNOW? 


Toyota Australia’s profit in its 
2007-08 financial year was 

$242.2 million, an increase of 

$57.8 million. In this regard, Toyota 
can be said to have been effective — 
it achieved its goal. Toyota achieved 
this profit while reducing costs. 
From this perspective, Toyota could 


also be said to have been efficient. 
O: 


Profitability measures the earning 
performance of the organisation. 
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1.7 Performance indicators — profitability, sales and productivity 





A common method of measuring profitability is to calculate the net profit ratio. 
Net profit is the difference between revenue earned from the operations of the 
business less any expenses incurred in earning that revenue. Net profit is often 
referred to as ‘the bottom line’. The net profit ratio is calculated by dividing net 
profit by sales, and it is expressed as a percentage. 


Number of sales 


Measuring the number of sales helps an organisation evaluate its performance, 
especially its marketing strategies. 

Usually, an organisation will be satished with its performance when the number 
of sales increases over a period of time, even if it means lower profits in the short 
term due to higher marketing costs. The assumption is that such a strategy will 
lead to higher profits in the long term. 


Number of sales measures the 
number of products sold. 
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| don’t know why you are 
so worried . . . it looks fine 
DID YOU KNOW? ethos trom this angle! 
The use of computerised sales 
has made the collection, storage, Sales records indicate whether the organisation is achieving its objectives. 
retrieval and analysis of sales data 
E E Toyota Australia sold 238983 vehicles in 2008, an increase on the 236647 


vehicles it sold in 2007. 





One of the ways Toyota maintains strong sales 
is by producing concept cars that show a strong 
future direction in design development. 








Percentage of market share 


Percentage of market share is the percentage of a market that a business has, 
compared to its competitors. It is calculated by dividing an organisation’s sales (from 
that market) by the total sales of all organisations in that market and expressing this as 
a percentage. An increase in market share suggests that the organisation is performing 
successfully. For example, compare Toyota’s 2008 sales of 238 983 vehicles to the 
1 012 164 vehicles sold across Australia in that year. Toyota’s market share across 
2008 is approximately 23.6 per cent. Toyota Australia remained the top-selling car 
company for the sixth year in a row. 


Rate of productivity growth 


Productivity compares the amount of output produced to the amount of inputs 
(resources) going into production. An indicator of productivity is the rate of 
productivity growth. This is the change in productivity in one year compared 
to that of the previous year. Growth in the rate of productivity indicates that the 
organisation is using resources more efficiently. Productivity will improve if an 
organisation uses fewer inputs to obtain the same level of output, or if more output 
is produced from the same input. 

Perilya, a base metals mining and exploration company, achieved productivity 
improvements of more than 80 per cent at its Broken Hill operations by reducing 
operating costs. LSOs would expect that, by reducing input costs, or by producing 
more output at the same cost, an improvement in productivity would translate to 
an increase in profit. 


Percentage of market share is 
the proportion of the total market 
that a business has, expressed as a 
percentage. 


The rate of productivity growth 
measures the change in productivity 
in one year compared to the previous 
year. 


TEST your understanding APPLY your understanding 


1 Why should organisations evaluate their 7 In groups of three or four, recall a situation when 
performance? you evaluated your performance. An example could 
Differentiate between effectiveness and efficiency. be an assessment task, part-time job or sports event. 
What Is a KPI and what Is it used for? (a) What was your objective for this activity? 

Explain the difference between profit and (b) Did you achieve your objective? Give a reason for 


profitability. your answer. 


Outline how market share is calculated. (c) What corrective action, if any, were you required 

Why is productivity an important KPI? to take following your evaluation? 
Performance indicators are used to evaluate 
performance, to measure whether or not an 
objective has been achieved. Outline how the 
indicators you have learned about can be used to 
evaluate performance, using the table below. The 
first entry has been completed for you. 


Performance 


Business objective indicator How the KPI can be used to evaluate performance 


Maximise profit Profitability An improvement in profitability means that the business has 
improved its profit, either by earning more revenue or by 


reducing expenses and costs. 


Increase sales 


Increase market share 


C a 
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Performance indicators — customer and staff 


satisfaction, wastage and workplace accidents 





KEY CONCEPT Customer and staff satisfaction, levels of wastage and 


workplace accidents are some of the performance indicators used by 
organisations to evaluate performance. 


DID YOU KNOW? 


‘Take care of customers and the 


profits will take care of themselves.’ 


Soichiro Honda, founder of Honda Motor 
Corporation 





A customer survey measures how 
Satisfied customers are with the 
organisation's performance. 


A staff survey measures how satisfied 


Staff are within the organisation. 


Staff turnover measures the 
number of staff who are leaving the 
organisation. 


Have you ever made a customer complaint? What 


happened next? 


Customer complaints indicate 
whether or not customers are 
Satisfied with the performance of the 
organisation. 


The level of wastage measures 
the amount of waste created by the 
production process. 


UTS Ta) 





Customer and staff satisfaction 


Customer satisfaction (the degree to which an organisations performance meets a 
customer's expectations) should be the main aim of all the activities that the organ- 
isation undertakes. An organisation should attempt to exceed expectations and aim 
to delight customers, developing a base of highly satisfied customers. A highly sat- 
ished customer will remain loyal to the organisation, make repeat purchases and 
generate word-of-mouth business. 

At the heart of customer satisfaction is the level of service provided, and good 
customer service requires staff to be adequately trained. 

The results of a customer survey can measure how satisfied or dissatisfied cus- 
tomers are with the way an organisation performs. Similarly, the satisfaction level 
of staff within an LSO can be measured using a staff survey. Members of staff who 
have positive attitudes towards their job will be motivated to work more produc- 
tively. Staff satisfaction can be improved by the provision of training and a flexible 
workplace, management style, corporate culture or by empowering staff to become 
involved in making decisions. 


Level of staff turnover 


The level of staff turnover can also be used as an indicator of the degree of staff 
satisfaction. It measures the number of staff who are leaving the organisation, for 
whatever reason. A decrease in staff turnover suggests that fewer employees are 
leaving because they are more satisfied with their work conditions. 


Number of customer 
complaints 


The number of complaints that customers 
make can also indicate whether or not 
customers are satisfied with the way the 
organisation performs. A successful organ- 
isation, aiming to maximise customer satis- 
faction, would probably not receive a large 
number of customer complaints. Some 
organisations understand that one customer 
complaint represents the ‘tip of the iceberg’, 
because for every customer who complains 
to the organisation, there are several cus- 
tomers who dont. 








Level of wastage 


All organisations have a production process which generates a certain amount of 
waste. This can be measured by the level of wastage. An organisation manages 
resources more efficiently by reducing waste, which can cut production costs. 


Corporate management 








Unilever’s brands, Surf and Omo, provide an example of more efficient resource 
management. They recently launched ‘Small & Mighty’ detergent products — a 
range of concentrated laundry liquids, packaged in smaller containers, which 
reduce waste and cut costs. The reduction in waste and costs comes through the 
reduction in plastic used and the savings in transport. 


DID YOU KNOW? = 


The Business Victoria web page 
suggests that ‘a customer 
complaint is one of the best 
opportunities you have to foster 


© 
Number of workplace accidents customer loyalty’ 
An unsafe workplace impacts on the productivity of the organisation for several 
reasons. Staff members who feel unsafe may not be motivated to perform harder, 
and accidents can actually stop production. If the number of workplace accidents 
falls then the workplace is most likely safer for employees. 

Orica Limited is a multinational corporation based in Australia that manufac- 
tures various chemical products — it supplies industrial explosives, plastics and 
adhesives and manufactures well-known brands such as Dulux paints. Orica met 
with mixed results when it measured its number of workplace accidents in 2008. 
For the first time in seven years, Orica recorded no fatalities among its employees, 
but the injury and illness rate increased. This meant that there were more accidents 
in the workplace. Orica is introducing a safety program to its global operations in 
an attempt to make its workplaces safer. 


The number of workplace accidents 
indicates how safe the workplace is for 
employees. 


Benchmarking occurs when 

an organisation measures its 
performance against that of other 
leading organisations known for their 
excellence. 


Benchmarking 


Many LSOs adopt the practice of benchmarking. This occurs when an organisation 
evaluates its own performance by comparing it to that of other leading organisations 
known for their excellence. Benchmarking allows for a comparison to be made for 
a more accurate evaluation. 


TEST your understanding 


Explain the relationship between customer 


APPLY your understanding 


7 Outline how the performance indicators you have 


satisfaction, customer loyalty and repeat sales. 
Why should the aim of all organisations be to 
‘delight’ customers? 

What are the benefits of high staff satisfaction 
and how can it be improved? 

Explain what is meant by staff turnover. 

Outline how reducing waste can cut costs. 

Briefly explain the problems that might arise from 
an unsafe workplace. 


Business objective 

Meet safety standards 

Improve customer retention/loyalty 
Improve employee satisfaction 
Improve retention of employees 
Improve customer service 


Reduce workplace waste 


learned about can be used to evaluate performance, 

using the table below. 

In groups of three or four, brainstorm what happens 

when: 

(a) the organisation's performance does not meet 
customer expectations 

(b) the organisation's performance meets customer 
expectations 

(c) the organisation's performance exceeds 
customer expectations. 

Choose a spokesperson to share your group’s 

comments with the rest of the class. 


Performance indicator How the KPI can be used to evaluate performance 


AV 
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accurately use relevant management terms 
analyse business information and data 
apply knowledge and concepts to practical and/or simulated situations. 


Westpac is committed to a 
workplace where employees 

value and respect each other; the 
health, safety and wellbeing of 
employees is respected; meeting 
commitments to customers and 
other stakeholders is a priority; the 
rights of employees are respected; 
and employment practices promote 
fundamental human rights. 


Customer 
satisfaction 
figures examine 
the proportion of 
Westpac's customers 
that are either ‘very 
satisfied’ or ‘fairly 
satisfied’ with their 
overall relationship. 





In Westpac’s 2008 annual report its 
CEO, Gail Kelly, said that the LSO had 
made real progress in areas such as 
customer focus and a team approach. 
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Westpac objectives and indicators 





The following objectives and performance indicators come from Westpac Limited's 
web site. 


Human capital 


Strategic objectives: 

e improve employee attraction 

e improve retention and commitment 
e reduce workplace costs. 


Westpac's employee-related objectives and KPIs 
Indicator 2004 2005 2006 2007 2008 


Employee turnover 17% 16% 17% 17% 19% (as at 31 March 
(total) 2008) 


Employee commitment 68% 69% 68% 1% 71% 
(percentage of 

employees reporting a 

positive score) 


Lost time injury 7207, 57 5 4 3 (as at 31 March 
frequency rate (injuries 2008) 

per one million hours 

worked) 


Note: Employee commitment percentages come from the Staff Perspectives Survey conducted in June each year. 


Service capital 


Strategic objectives: 
e improve customer service 
e improve retention and loyalty. 


Westpac's customer service objectives and KPIs 


Indicator 2004 2005 2006 2007 2008 





Customer satisfaction 69% 72% 70% 74% 75% (as at 31 March 
(Aust.) 2008) 


Consumer source: 
Roy Morgan 


Customer satisfaction 64% 67% 66% 72% 77% (as at 31 March 
(Aust.) 2008) 


Business source: TNS 


84% (for the six 
months ended 
31 March 2008) 


Complaints resolution 81% 83% 82% 82% 
rates (Aust.), average 

(% of complaints 

resolved within 5 days) 


Note: Customer satisfaction figures examine the proportion of Westpac’s customers (who consider the 
bank as their main financial institution) that are either ‘very satisfied’ or ‘fairly satisfied’ with their overall 
relationship. 











TEST your understanding APPLY your understanding 











1 Explain what an objective is. 6 Has Westpac achieved its human capital objectives? 
2 Explain what a key performance indicator Is. Explain your answer carefully using the indicators 

3 What do you think employee turnover measures? and data in the table on page 30. 

4 How were customer satisfaction figures obtained? 7 Has Westpac achieved its service capital objectives? 
5 What Is ‘complaints resolution rates’ referring to? Explain your answer carefully using the indicators 






and data in the table on page 30. 


































Goal! 


Ask your teacher for permission to 
complete this activity in class time. 
The aim of this activity is to apply 
your theoretical understanding of 
business management to a practical Se 
activity. pi AA 


INSTRUCTIONS Materials required 


1 Arrange your class into groups of basketballs 
three to four. basketball rings 
2 Find a place where your class can space 


set up to have shots at basketball 
rings. You or your teacher may 
need to book the school gym 
or the basketball court. (Note: 
Other sports can be substituted, 
so long as it is possible to achieve 
the objective of the activity — to 
score a goal.) 

3 Work out an order among the 
members of your group. Every 
student should have 10 shots at 
goal. 

4 As each student is shooting at 
goal, record the result. Did they 
score a goal, hit the ring or miss 

completely? 










TEST your understanding 7 Complete the following table, using the results 
from your goal shooting. The table has already been 


started for you. 





1 How did your group manage the task? Did you work 
well together? 
2 What was the objective for your group? re aoa 


3 Explain what is meant by effectiveness. 
4 What is meant by efficiency? Score a goal from every shot ow 
APPLY your understanding ee y oO 















5 How could you measure the effectiveness of your 8 Isit possible for an LSO to be effective but 
group’s performance in this activity? inefficient? Is it possible for an LSO to be efficient, 
6 Can you think of a way to measure your group’s but ineffective? Explain your answer using business 







efficiency? examples. 
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KEY CONCEPTS Large-scale organisations have many stakeholders, with 


varying interests. These interests can sometimes conflict. 


Society expects organisations to act ethically and to be 
socially responsible. 


Stakeholders are groups and 
individuals who interact with the 
organisation and have an interest in its 
activities. 


Social responsibility is the obligations 


a business has over and above its legal 
responsibilities to the wellbeing of 
employees and customers, shareholders 
and the community as well as the 
environment. 


Ethical management refers to the 
process of abiding by moral standards 
and doing the ‘right’ thing in the 
interests of all stakeholders. 


DID YOU KNOW? 


In Australia, many industries 
generate emissions of the most 
common greenhouse gas — 
carbon dioxide. The coal and power 
industries and resource projects 
have adopted a range of measures 
to reduce emissions, including the 


use of energy-efficient technology. 
O: 





Large-scale organisations have many stakeholders. ‘Stakeholders’ refers to the 
people and groups that interact in some way with the organisation and have a 
vested interest in its activities. 

Society increasingly expects organisations to accept their social responsibility 
and act ethically towards all stakeholders. Organisations are expected to be enter- 
prising, to comply with the law and be socially just and ecologically sustainable in 
their operations. They are expected to practise ethical management and do the 
‘right’ thing in the interests of all stakeholders. 

Many enterprises are now extremely sensitive to public opinion and strive to 
be recognised as being ‘good corporate citizens’. Organisations recognise that they 
increase their chances of success when they pursue goals that align with the inter- 
ests and expectations of all stakeholders. Some of an organisation’ main stake- 
holders are its shareholders, its management, the unions, its employees, customers 
and suppliers, and the members of the wider community. 


Shareholders 


Shareholders purchase shares in a company, so they are partial 
owners. Shareholders want the organisation that they have invested 
in to be profitable as they receive a proportion of the profits 
(called dividends). They also make a capital gain if the value of an 
organisation’ shares increases. Many shareholders realise that by 
acting ethically and being socially responsible an organisation can improve its repu- 
tation, but they know that this can also increase financial costs to the organisation. 

There are shareholders who will only invest in companies they see as ethical, 
which is known as ethical investing. Other shareholders might think that it would 
be best to ignore ethics and social responsibility. Most would be pleased, however, 
about the introduction of any strategy which improves productivity, boosts sales or 
leads to increases in profit. 





Management 


Management has the responsibility of running a profitable or suc- 
cessful organisation. Most managers today understand that ethical 
and socially responsible activities should lead to increased sales. 
There are many complex legal issues which managers must contend 
with today, however, and introducing new ethical or socially respon- 
sible policies and procedures can be expensive and time consuming. 
Management could introduce new technology to reduce waste and 
improve productivity so that the organisation remains competitive, helping to boost 
sales and profit, but this could mean that employees lose their jobs. Management 
could offer employees higher wages and better working conditions but then they may 
be forced to raise the price of products to cover this cost, leading to a fall in sales. 
Managers must endeavour to satisfy as many stakeholder expectations as possible, 
but at the same time, make sure that their position in the business is secure. 
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Unions 


Unions represent employees in many workplaces 
in Australia. They attempt to negotiate favourable 
pay and work conditions on the employees’ behalf. 
Unions work to prevent anything that diminishes 
employee rights, safety or conditions. Some people 
have criticised unions, saying that although they 
understand that profitability can lead to more jobs, 
they prefer to seek higher wages for union members 
rather than new jobs for non-union members. 





Employees 


Employees are vital to an organisation as they manufacture or produce the product 
the organisation sells. The quality of the product depends on their skill and com- 
mitment to the process. Employees should be valued as members of the organ- 
isation by being paid fairly, trained properly and treated ethically. Employees need 
to know that their job is secure in the long term. If organisations can provide for 
their needs then employees will be more inclined to put effort into work tasks and 
will be motivated to meet customer expectations. 


Customers 


Customers expect to purchase quality products at reasonable 
prices and they expect to receive high levels of service. They 
are becoming more aware of socially responsible organisations 
and this is one of the factors they consider when making pur- 
chasing decisions. Many customers wish to purchase products 
from businesses they know have acted ethically and practised 
social responsibility. 





Suppliers 


Suppliers provide raw materials that will be used in the organisation’s production 
process. It is essential for the organisation to develop good relationships with 
suppliers to ensure timely delivery of quality materials. Many organisations today 
expect their suppliers to behave in a socially responsible and ethical manner, and 
also see that the relationship with the supplier needs to be an ethical one. 


Members of the community 


Members of the community increasingly expect 
organisations to show concern for the environ- et ~ 
ment. Some might be worried about organ- 


isations using valuable land resources or showing 

disregard for carbon emissions. They may be 

concerned about waste disposal or pollution. 

Others may be concerned about their future À Ig | 
welfare through their own employment within i) eM 
organisations. 
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1.9 Stakeholders of large-scale organisations 





DID YOU KNOW? 


In an 18-month study to determine 
whether an organisation's good 
environmental performance 

results in a higher share price, it 
was revealed that organisations 
that adopted environmentally 
sound practices were rewarded 
with an increase in share price. 
First, society viewed favourably 

the organisations environmentally 
friendly practices, This positive 
image was perceived by the market 
as reducing the risk to investors, 
therefore encouraging more people 
to buy the company's shares. 
Second, share market analysts 
were more likely to notice and 

use the information about the 
environmentally friendly practices 
in their analysis of the company’s 
financial performance, thus 
generating even more positive 
publicity. 


o 


The 1998 Longford gas disaster killed two 
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All stakeholders who interact with an organisation have an interest in its activities. 
However, stakeholders also place competing demands on the organisation. Some of 
their expectations are compatible. For example, customers want quality products 
at reasonable prices. If the organisation meets this expectation, then sales should 
increase, leading to greater profits. This, in turn, satisfies the shareholders, who are 
rewarded with higher dividends. 

However, some expectations are incompatible — that is, they oppose each other. 
In this case, satisfying one set of stakeholders will most probably result in other 
stakeholders being dissatished. Employees and their unions require safe working 
conditions and reasonable wages, for example, while customers want reasonably 
priced products. Providing safer working conditions or a wage rise is ethically 
and socially responsible, but it will cost the LSO money in the short term. If the 
organisation wishes to retain a high dividend to satisfy shareholders, then it may 
be forced to raise the prices of its products. This action will upset customers. On 
the other hand, the organisation may retain prices at the original level, reducing its 
profit. Doing this could cause disquiet among shareholders. 

In an effort to maintain profit, the management of an LSO may choose to cut 
costs, for example, and ignore some of its responsibilities. These types of decisions 
can endanger employees or society or damage the environment through pollution, 
raising serious ethical and social responsibility considerations. Management might 
choose to reduce costs by sacking employees or by compromising on product quality 
or safety, which raises other ethical and social responsibility considerations. 

Oil company BP was recently fined US$50 million in relation to a Texas oil 
refinery explosion in 2005, which killed 15 and injured 170 employees. BP was 
also fined US$12 million for spilling 200000 gallons of crude oil in Alaska in 
2006. BP’s management admitted that it did not meet its own standards. 








workers and cut Victoria’s gas supply for 
two weeks. Esso was later found guilty 
of contributing solely to the explosion by 
failing to provide adequate workplace 
safety and employee training. 





Reconciling conflicting interests is not always easy. Senior management must 
constantly assess the actions of the organisation and attempt to satisfy as many 
stakeholder expectations as possible, while at the same time acting in a responsible 
manner. 





Many organisational analysts are now starting to refer to the ‘triple bottom line’ 
— economic, social and environmental performance — where shareholder value 
increases through the careful management of stakeholder value. More organisations 
are realising that reconciling conflicting interests and increasing stakeholder value 
ensures long-term growth and survival. 










TEST your understanding 6 


1 Define the term ‘stakeholder’ in your own words. 

2 Area shareholder and a stakeholder the same 
thing? Explain your answer. 

3 Use a table like the one below to identify an 
organisation's main stakeholders and their interest. 
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Stakeholder 


Interest 
9 





4 Looking at the information in your table, in what 
ways do the interests of stakeholders conflict? 

5 Suggest ways that an organisation could reconcile 
the following pairs of conflicting interests: 

(a) Consumers demanding cheaper products and 
employees wanting higher wages. 

(b) Shareholders desiring a higher return on Nn 
their investment and society wanting a clean 
environment. 

(c) Managers being required to keep costs of 
production down and ethical suppliers wanting 
higher prices for inputs. 


10 


The triple bottom line refers to the 
economic, social and environmental 
performance of an organisation. 





a 
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Janine Allis established an ethical and 
socially responsible business called Boost 
Juice in 2000. The business listens to 
customers and works closely and responsibly 
with owners of each store. 


e = = 


1 * 


Define ‘ethics’ and ‘social responsibility’ in your 
own words. 

List some business activities which could involve 
ethical and socially responsible management. 

In what ways can an organisation show that It Is 
acting in a socially responsible and ethical manner? 


APPLY your understanding 


‘Business Is acutely aware that being out of step 
with community expectations can mean losing 
market share and poor employee morale and 
productivity, all of which can dramatically affect the 
bottom line.’ 

Campbell Anderson, former president 

of the Business Council of Australia 

Discuss this statement, using business examples. 
You have been asked by a friend whether it is a 
good idea to purchase shares in businesses that 
have good environmental performance. What 
advice would you give to your friend? 
‘To be effective, corporate strategy must take into 
account the interests, needs, and expectations of 
all the business’s stakeholders. Companies should 
have a strategy that combines business goals and 
broad social interests." Do you agree? Explain your 
answer. 
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KEY CONCEPT 





Stakeholder engagement 


Stakeholder engagement refers to large-scale organisations sharing information 
with and seeking input from stakeholders, and involving them in decision making. 
LSOs anticipate that, by engaging stakeholders, they are more likely to act in an 
ethical or socially responsible manner. 

There are conflicts between some stakeholder interests, of course. Employees 
want high wages, which is a cost to business, but customers want cheap prod- 
ucts. Shareholders want high dividends generated from high profits. By addressing 
expectations such as customer wishes and employee and shareholder interests at 
the same time, however, organisations expect that both of the latter groups would 
benefit from the increased sales. Organisations also anticipate that a positive image 
of the business will be maintained if all stakeholders have their expectations satis- 
fied, leading again to increased sales as well as an improved reputation for ethics 
and social responsibility. 








Stakeholder engagement at BHP Billiton 


BHP Billiton claims that it regularly consults employees and contractors, local and BHP Billiton says 
Indigenous communities, shareholders and customers. It realises that other groups, , o. : 
such as the investment community, business partners, community organisations, that individual sites 


unions, non-government organisations, suppliers, governments, media and industry 
associations have an influence on the business. Some of BHP Billiton’s stakeholder 


work with their own 


engagement methods are described under the following headings. host communities, 
Community organisations USING community 
Community organisations often represent local and Indigenous communities near consultation and 
BHP Billiton’s operations. Community organisations need to be assured that any 

potential environmental and social impacts associated with BHP Billiton’s operations engagement 

are kept to a minimum, and that opportunities arising from the operations 

are maximised. BHP Billiton says that individual sites work with their own host groups. 


communities, using community consultation and engagement groups. 
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A BHP Billiton project 
manager discusses a 
development at Roxby 
Downs with a stakeholder. 


Customers 


BHP Billiton’s customers are mostly other large organisations. BHP Billiton says that 
they are usually interested in product quality, cost and delivery. The marketing area 
regularly communicates with customers. Technical support assists in the use and 
handling of products. Customers receive information about products and have the 
opportunity to visit BHP Billiton operations sites to learn more about its products. 


Employees and contractors 


Employees and contractors are very much concerned with their own health and 
safety as well as working conditions in general. Members of staff need to be 
provided with career and training opportunities to maintain employee satisfaction. 
BHP Billiton realises that an operation’s employees and contractors, who live locally, 
will also be concerned about such things as local employment, business creation and 


(continued) 
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EXTEND YOUR KNOWLEDGE: Stakeholders, ethics and social responsibility 





© Communication is 
vital.’ 


TEST your understanding 


1 What is meant by the term ‘stakeholder 
engagement’? 

2 Outline some of the conflicts that occur between 
Stakeholders. 

3 Is BHP Billiton a large-scale organisation? Why? 

4 List BHP Billiton’s stakeholders. 


EXTEND your understanding 


5 Complete the following table to demonstrate how 
BHP Billiton engages with its stakeholders. 


Stakeholder Explanation 


Community organisations | They often represent 
local and Indigenous 
communities near BHP 
Billiton’s operations 
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Explain how the management of conflicting 
Stakeholder interests can lead to an organisation 
being viewed as ethically and socially responsible. 
Use the BHP Billiton weblink in your 

eBookPLUS to find information about 

social responsibility and ethical N 
management as it applies to BHP Billiton. Write 

a report explaining how BHP Billiton performs 

in the area of ethical and socially responsible 


management. 


Interests 


They need to be assured 
that environmental 

and social impacts 

will be minimised and 
that opportunities are 
maximised 


Engagement method 


Individual sites work 

with communities, using 
community consultation 
and engagement groups 





CHAPTER 1 review 





Summary 


Characteristics of large-scale organisations 





Large-scale organisations (LSOs) are commonly characterised by a large number of 
employees (200 or more), a large amount of assets (worth more than $200 million) and DS . 

large revenue (in the millions). Digital doc: 
LSOs also usually have large market share, trade in many parts of the world and have A glossary of key terms for 
complex organisational structures. this chapter is available in 
LSOs typically have management functions called operations, finance, human resources, your eBookPLUS. 
marketing, and research and development. 







Variations in types of large-scale organisations 


The main types of LSOs In Australia include corporations (owned by shareholders), 
government departments, and not-for-profit organisations. 

A corporation, or company, is owned by shareholders and managed by directors. A 
public corporation is listed on the Australian Securities Exchange. A private corporation 
can have one shareholder but no more than 50 shareholders. 

A government business enterprise is owned by the government. 


Objectives and strategies of large-scale organisations 


A vision statement states what the organisation aspires to become. 

A mission statement expresses why an organisation exists, its purpose and how it will 
operate. 

The main objective of a corporation is to make profit. Profit is not the only objective, 
however, aS many organisations also pursue goals such as customer service, community 
involvement, care for the environment and employee welfare. 

Government business enterprises and government departments have objectives 
reflecting the provision of services to the community. 

Not-for-profit organisations, such as charities and foundations, exist to achieve objectives 
related to the provision of goods, services or funds to prevent particular social problems 
or raising community awareness for a specific cause. 


Contributions of large-scale organisations to the economy 


LSOs make many positive contributions to the economy, such as contributing to 
economic growth, employment, exports, research and development, and infrastructure 
growth. 

LSOs have been criticised for being unethical and socially irresponsible, for not caring 
about staff or customers, and for only seeking to maximise profits. 


Internal and external (macro and operating) environments 


LSOs operate in a business environment, which is divided into the internal and external 
(made up of macro and operating) environments. 

Factors within the macro and operating environments can pressure organisations to 
change their practices, policies or products. 

Internal environment factors (inside the business) include staff, management structure, 
policies and procedures. 

Operating environment factors (the outside factors with which the organisation interacts 
in the course of conducting Its business) include customers, suppliers and creditors, 
competitors and lobby groups. 

Macro environment factors (the broad conditions and trends in the economy and society 
within which the organisation operates) include political influences, technological 
developments, economic influences, social attitudes and legal influences. 


Performance indicators 


Large organisations evaluate performance by assessing whether it has been effective as 
well as efficient. 

Effectiveness is the degree to which an organisation has achieved its stated objectives. In 
other words, the organisation is ‘doing the right things’. 

Efficiency refers to ‘how well’ an organisation uses its resources to achieve its objectives. 
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Digital doc: 
Test your knowledge of key 
terms by completing the 
crossword or the definition 
practice activity in your 
eBookPLUS. 
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e KPIs are specific criteria or statistics used to measure the efficiency and effectiveness of a 
particular area of the organisation’s performance. 

e Performance indicators include the percentage of market share, net profit figures, the 
rate of productivity growth, the number of sales, results of a staff and/or customer 
satisfaction survey, the level of staff turnover, level of wastage, number of customer 
complaints and number of workplace accidents, and are used by organisations to 
evaluate performance. 


Stakeholders of large-scale organisations 

e LSOs have many stakeholders, with varying interests, and these interests can conflict. 

e LSOs attempt to satisfy all stakeholder expectations, anticipating that this will result in 
the organisation acting more ethically and socially responsible. 

e Stakeholders for an LSO include shareholders, management, unions, employees, 
customers, suppliers and the community. 


Review questions 
TEST your understanding 


Explain what is meant by the term ‘large-scale organisation’. 

What Is a multinational corporation? 

List the typical management functions in a large-scale organisation. 

Outline the three types of large-scale organisations in Australia. Include the words 
‘ownership’ and ‘purpose’ in your answer. 

5 Explain what is meant by privatisation. 

6 Outline the difference between a vision statement and a mission statement. 

7 Does every large-scale organisation have profit as its objective? 

8 List some examples of organisational objectives. 
9 
0 


PUN” 


Explain what a strategy is, using an example. 

Outline the positive contributions that large-scale organisations make to the economy. 

11 Explain the various activities for which large-scale organisations are sometimes 
criticised. 

12 What is the internal environment? 

13 Explain the difference between the operating environment and the macro environment. 

14 List the factors which make up the operating environment. 

15 List the factors which make up the macro environment. 

16 Explain the difference between effectiveness and efficiency. 

17 Define the term ‘key performance indicator’ and explain how large-scale organisations 
use them. 

18 Explain what is involved when large-scale organisations use benchmarking. 

19 What is a stakeholder? 

20 List some of the main stakeholders. 

21 In what ways can stakeholder interests conflict? 

22 Outline what is meant by the terms ‘social responsibility’ and ‘ethics’. 


APPLY your understanding 


23 Compare and contrast the characteristics and objectives of the various types of large- 
scale organisations, by completing the following table. 


Business type Ownership Objective 


Public corporation a To make profit 
Private corporation From one to fifty shareholders I 


Government business 
cana 


Government Government department 


Not-for-profit organisation 


Corporate management 





24 Evaluate the contributions that large-scale organisations make to the economy. 

25 Using an example of a real large-scale organisation, outline how the factors in the 
external environment affect large organisations. Try to cover at least three factors. 

26 Complete the following table. List strategies that could be used to achieve these 
business objectives and KPIs that could be used to measure an organisation’s 
performance in achieving each objective. The first entry has been completed for you. 


Key performance 


Business objective Strategies indicators 


Improve customer service e Reduce waiting times e Results of a customer 


e Increase number of satisfaction survey 
outlets e Number of customer 
complaints 


Increase market share 


Improve employee 


satisfaction 


Increase profitability 


Improve environmental 





responsibility 


27 Explain how attempting to meet all stakeholder expectations can lead an organisation 
to behave ethically and with social responsibility. 


Exam questions 


Question 1 (VCAA Business Management exam 2005, question 2) 


Blue Berry Jam is a publicly listed company located 90 kilometres from Melbourne. It relies on fresh farm 
produce to supply its fruit and employs people from the local area. The business started selling its jam to 
retailers in Melbourne, but has quickly expanded its market overseas to Hong Kong and Indonesia. It has a 
strong reputation for reliability, nutritional value and support for the environment. 


However, the CEO has identified the following areas of concern for future growth: 


Falling reputation 1f ethical and social responsibility management is not maintained. Local residents are 
complaining that a new plant will become an environmental nightmare. The residents are particularly 
worried about Blue Berry Jam using valuable land resources. They are also concerned about more 
waste material polluting the nearby rivers. 


Shareholders are complaining about the cost of the new plant necessary for the extra production. 


Low price imports that may reduce Blue Berry Jam’s sales and force it to close. 


a. Distinguish between shareholders and stakeholders. 
2 marks 
b. Explain the term macro environment and describe two pressures affecting large-scale 
organisations. 
3 marks 
c. Blue Berry Jam contributes in many ways to the Australian economy. Identify two economic 
contributions that would be lost if Blue Berry Jam was forced to close. 
4 marks 
d. Identify one financial and one non-financial key performance indicator that would measure 
Blue Berry Jam’s performance. 
2 marks 
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Your exam questions and 
school-assessed coursework 
are available in Microsoft 


e. Explain how each of these key performance indicators (in part d. above) could be used to 
improve Blue Berry Jam’s performance. 


4 marks 
Question 2 (VCAA Business Management exam 2007, question 1) 
a. ii Define best practice. 
1 mark 
b. Identify two characteristics of large-scale organisations. 
2 marks 
Question 3 (VCAA Business Management exam 2007, question 2) 
(Begins with a case study concerning Meehan Electric Company) 
Introducing enterprise bargaining in this case was a response to internal pressures for change. 
Organisations also need to respond to external pressures. 
b. Identify and explain two external pressures for change and discuss how they may cause 
Meehan Electric Company to change its management practices. 
4 marks 
e. Discuss the differing opinions that two stakeholders may have had about James Meehan’s 
decision to introduce enterprise bargaining. 
4 marks 


School-assessed coursework 
OUTCOME 1 


Discuss and analyse the context in which large-scale organisations 
operate. 


ASSESSMENT task — structured questions 


Time allowed: 50 minutes 


Digital doc: 














Marks allocated: 20 marks (the marks for each question are indicated at the end of each 


Word format in your question) 
eBookPLUS. Conditions: closed book (no notes or textbooks may be used when completing this 
task) 


1 Define the following terms and provide an example for each: 
e Stakeholders 
e Shareholders 
e Globalisation 
e Effectiveness 
e Multinational corporation 


2 Identify and describe two factors from the external environment which 
impact on the operations of large-scale organisations. 


3 Discuss two contributions that large-scale organisations make to the 
Australian economy. 
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5 marks 


4 marks 


4 marks 








Qantas Is the world’s second oldest continuously operating airline. It now employs 
approximately 37 000 people and covers 145 destinations in 37 countries — 56 of 
which are in Australia. 
Qantas was founded in the Queensland outback in 1920 and is Australia’s largest 
domestic and international airline. It is also recognised as being one of the world’s 
leading long distance airlines, having pioneered services from Australia to North 
America and Europe. 





The Qantas Group's main business is transporting passengers. 





As well as its Qantas and Jetstar brand flying operations, Qantas operates a diverse 
portfolio of airline-related businesses. These include Qantas Engineering, Airports, 


Q Catering, Qantas Freight and Qantas Holidays. 


Operational statistics 


The operational statistics for each of Qantas’s flying operations are shown in the 


following table, expressed as thousands of passengers carried. 


Year ended 30 June 2007 


Year ended 30 June 2008 





Flying operation 


Qantas 24950 25243 
QantasLink 3 858 4204 
Jetstar 7 641 9174 
Total 36 449 38 621 


Financial performance 


For the full year ended 30 June 2008, Qantas reported a record profit before tax of 
$1408 million, a 46 per cent increase on the full year to 30 June 2007. Net profit 
after tax, also a record, was $970 million. The directors declared an interim fully 


ordinary dividend of 17 cents per share. 


Read the Qantas case study then answer questions 4-6. 


4 What type of organisation is Qantas? Explain your answer in terms of 


ownership and objectives. 
Explain why Qantas is classified as a large-scale organisation. 


Suggest and justify two KPIs that could be used to measure the success 
of Qantas. 


2 marks 


2 marks 


3 marks 


aE 
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CHAPTER 2 


Internal environment of 
large-scale organisations 


WHY IT IS IMPORTANT 


Nobody likes stress. Have you ever walked into someoneʻs home or workplace and felt instantly at 
ease? If you have, that's probably because the people surrounding you were happy and relaxed, 

knew what they were doing and where they were going. Management has a significant role to play 

in a large-scale organisation, ensuring that the internal environment is managed properly so that the 
organisation can achieve its objectives. In this chapter you'll be studying the role of management and 
how managers use styles and skills to manage the organisation ethically and with social responsibility. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 





Key management roles: 
Corporate culture and its future development e planning: long, medium and short-term 

e organising: resource and task allocation 
techniques 
leading: importance of leadership 
qualities, including interpersonal, 
Management structures informational and decision making 

e controlling: financial and non-financial 
processes and control systems 


Implications of managing the internal 
environment of large-scale organisations in 
an ethical and a socially responsible manner 





The need for, and process of, policy 
development and its application 


The relationship between 
management styles and skills 
Different styles of management, including 
autocratic, persuasive, consultative, 
participative and laissez-faire, and their 
appropriate application to various 
Key management skills as appropriate management situations 
to the process of effective management 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

e accurately use relevant management terms 

e research aspects of the internal environment of large-scale organisations using print and online sources 
e analyse business information and data 

e analyse major aspects of the internal environment of large-scale organisations 

e apply knowledge and concepts to practical and/or simulated situations. 


The internal environment at 
Flight Centre 


The internal business environment consists of the management structure, corporate 
culture, management roles, styles and skills. It must be well managed so that 
businesses such as Flight Centre Limited can achieve their objectives. Flight Centre, 
one of Australia’s best-known travel agency groups, was started by Graham Turner 
in 1981 and It grew very quickly. It now opens a new shop or office almost every day 
and employs more than 13 000 staff in 10 countries. 

Flight Centre has developed a strong corporate culture based on the working 
ethos of a family, village and tribe. Every staff member shares a commitment to 
valuing customers and other employees. Flight Centre's structure is simple, lean 
and flat. It consists of only four to five layers, with business teams (made up of a 
minimum of three up to a maximum of seven members) at the bottom. The hierarchy 
then progresses through area leadership (made up of 7 to 25 teams), national 
leadership, regional leadership and then the global board. All staff members have the 
opportunity to be involved in team, area and national leadership. 

There is open communication in the workplace. Flight Centre believes that every 
individual should have the same privileges. Staff at Flight Centre do not have 
separate offices, receptionists or secretaries. A manager or leader does the same 
job as other staff: serves customers, cleans up at the end of the day, answers the 
phones. 

Promotion from within the business is a priority. The organisation believes that 
work should be challenging and fun for all staff. 





Je 


Flight Centre is renowned for a flat 
management structure and open 
communication. No stress there! 


Flight Centre has 
developed a strong 
corporate culture . .. 
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7A Different management structures 





A management structure is the way in which an organisation 
arranges its staff and resources in order to achieve its objectives. 


Hierarchical organisational 
management structure 


Management structures aterm The management structure of an organisation is the way in which its parts have 


used to describe the ways in which been organised so that the organisation can achieve its objectives. An organisation's 
parts of an organisation are formally structure is usually represented diagrammatically in an organisational chart. The 
arranged to achieve objectives. chart shows the key positions of responsibility and accountability, and lines of 
i am Te communication. 

PE This type of management structure is found in many organisations and is based 
arrangement that provides increasing F i oe, 
authority at higher levels of the on a traditional management hierarchy, where more authority is given at each 
hierarchy. higher level of the hierarchy. This means senior managers have greater account- 


ability, responsibility and power compared with those at lower levels. Organ- 
isational structures of this type were pioneered by Max Weber in the late 19th 
and early 20th centuries. They can be visualised as a pyramid, as shown in the 
figure below. 





Level Management titles Responsibility 
More 
Vision 
Top/ Board of directors 
. Salle Chief executive officer (CEO) Mission statement 
Accountability executive Managing director (MD) 
Responsibility management Strategic (long-term) planning 
Authority ire] afl 
Department head Departmental/divisional objectives 
Middle management team Divisional head 
Plant manager Tactical (medium-term) planning 
Store manager 
Team manager 
Supervisor Sectional/sub-departmental planning 
Frontline/supervisory management team Team leader 
Frontline Operational (short-term) planning 
manager 
Less 


A management hierarchy, showing the responsibilities of each level 


Some characteristics of this pyramid-shaped management structure are: 
e rigid lines of communication 
e numerous levels of management, from managing director to supervisor 
e clearly distinguishable organisational positions, roles and responsibilities 
e hierarchical, linear flows of information and direction, with a large amount of 
information directed downwards 
e centralised control with all strategic decisions made by senior management 
e a chain of command showing who is responsible to whom. 
Lets have a look at two of the main features of a management hierarchy — chain 
of command and span of control. 





eLesson: 


Controlling: processes and 
control systems 

A small café owner meets the 
founder of the Hudsons Coffee 
chain. 


Searchlight ID: eles-0151 
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Board of directors 


General manager 





Production 


Sales/marketing 
manager manager 
QC Assembly Toolroom Warehouse Sales 
: : representative 
supervisor supervisor supervisor supervisor 
| | ena i Sales 
Inspectors Operators Machinists Storepersons clerks 


A typical pyramid-shaped, hierarchical organisational model 


Most early approaches to solving the problem of organisational structure were 
based on military models in which the coordinated efforts of the entire army occur 
through a chain of command or line authority. The advantage of using a chain 
of command is that only one person ultimately remains in charge. Of course, one 
disadvantage of this model is that information flows only one way, from top to 
bottom, with little questioning of authority. In this type of structure, communi- 
cation is said to be ‘top down’. 

Closely related to the chain of command, and central to the effective use of this 
structure, is the principle of unity of command — each employee should report 
to a single supervisor. Where an employee is expected to take orders from several 
people, confusion is likely to occur. 


This refers to the grouping of people and resources into divisions in the large-scale 
organisation (LSO). The person in charge of each division within an organisation 
is called the manager. A manager's job is to ensure the division runs smoothly. 
Included in this task is the manager’s duty to look after the people who work in 
the division. In a large division, one manager may have responsibility for a large 
number of employees. Span of control indicates the number of people for whom 
a manager is directly responsible. The span of control of general managers in the 
following diagram is four. 


CEO 


Ratio of General manager 1 General manager 2 General manager 3 
managers to 

supervisors 

is 1:4 


Span of control in a hierarchical management structure 


Financial Administration 
controller manager 
Senior Payroll 
clerk supervisor 
Debtors Clerk 
clerks typists 


A chain of command or line 
authority is a system that determines 
responsibility, supervision and 
accountability of members of the 
organisation. 


The principle of unity of command 
States that each employee within an 
organisation should report to only one 
Supervisor. 


Span of control refers to the number 
of people for whom a manager Is 
directly responsible. 
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2.1 Different management structures 





DID YOU KNOW? 


If an organisation adopts a 
traditional hierarchical approach, 
management may allocate 
supervisors who have direct 
control and authority to ensure 
work processes are carried out. 
However, if an organisation adopts 
a flat management structure, It 
will emphasise teamwork and 
shared responsibility for achieving 
organisational objectives. In 
today's global environment, there 
is an ongoing emphasis on ‘virtual 
teams’. Such teams work without 
time, space or organisational 
boundaries by making use of 
sophisticated communications 


technology. 
O: 


Pouring water on the sandcastle 





Changes in organisational 
structures 


Rapid advances in technology, coupled with the significant pressures on organisations 
from increased competition due to forces of globalisation, have resulted in organ- 
isations flattening their structures. This means that there are fewer levels of manage- 
ment. Such organisations can adapt quickly to meet changing consumer needs and 
market conditions because there are fewer managers who need to approve decisions. 

Organisations that adopt a flatter organisational structure reduce the number of 
levels of management, giving greater responsibility to individuals in the organisation. 
Foster's is an example of an LSO that has a relatively flat management structure. 

The trends and changes in organisational structures are summarised in the fol- 
lowing figure. The characteristics listed on the left-hand side apply to the traditional 
structures, whereas those on the right apply to the most modern structures. Many 
organisations are in transition — they have adopted the traditional design and taken 
on elements of the newest designs. 





Traditional organisations 
Less fluid 





Centralised 
Task/activity centred 


Division of labour: 
labour specialisation 


Rigid structure: hierarchical 
highly layered/multi-layered 


Autocratic, didactic management style 
Performance appraisal: ‘do it our way’ 
Power not shared (exclusive) 


Narrow span: workers controlled: 
dependent 


Communication: top-down 
Delegation: top-down 


Approach to employment 
relations: pluralist 


Traditional, conservative 


New and emerging organisations 
More fluid 





e Decentralised 

e People centred 

e Multi-task, multi-skilled 

e Flexible structure: flat, mono-layered 


e Democratic and laissez-faire 
management styles 


e Performance management: 
‘do it the best way’ 


e Equal power-sharing (inclusive) 


e Wide span: workers autonomous: 
independent 


e Communication: by consensus 
e Delegation: by agreement 


e Approach to employment 
relations: unitary 


e Modern, forward thinking, contemporary 


It has been said that many Australian companies tend to have flatter manage- 
ment structures when compared to companies overseas. This gives many Aus- 
tralian companies a competitive advantage. According to Scott Petty, who heads up 
Dimension Datas global services business, UK companies have more hierarchical 
management structures and this ‘creates inertia and bureaucracy within a business 
and managers can struggle to create virtual teams, particularly where they have to 
work with people many rungs above or below them’. 
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TEST your understanding 


1 Outline the three levels of management found in 
most management hierarchies. 

2 List the characteristics of a pyramid-shaped 
management structure. 

3 Imagine that you have just started a casual job at 
Kmart. How could an organisational chart help you 
to become oriented? 

4 Describe the typical chain of command in a 
hierarchical organisation. 

5 Explain what has caused modern management 
structures to become flatter. 

6 Are the following statements true or false? If the 
definition is false, write out the correct definition. 
A Management structure describes the way in 

which parts of an organisation are formally 
arranged to meet objectives. 

B Management hierarchy is the arrangement that 
provides authority at the lowest levels of the 
hierarchy. 

C Span of control refers to the number of 
customers with whom a manager deals directly. 

D Chain of command is a system where one person 
is ultimately in charge and communication Is ‘top 
down’. 







The term ‘bureaucracy’ was 
used by Max Weber to describe 
hierarchical organisations. The 
word is sometimes associated 

with controversy. People talk about 
bureaucracy as if it is self-serving 
and uncaring, but Weber described 
it positively. He believed that it 
contributed to a rational and more 
efficient organisation, because 
everyone knew their status and 
position in the organisation. 


A ‘flatter’ management structure encourages 
a sense of ownership and innovation by 
managers. This emphasises teamwork and 
responsibility. 


APPLY your understanding 


7 Draw an organisational chart for your school and 


identify the different levels of management. Include 
the following if they apply to your school: principal, 
curriculum committee, school council, heads of 
subjects, level coordinators, student council. What 
are the advantages and disadvantages of this 
management structure for you as a student? 
Choose a large organisation you are already aware 
of, such as Telstra or NAB. Using resources such as 
their web sites or annual reports, try to draw the 
organisation's management structure. 

Use the Macquarie Group weblink in your 
eBookPLUS to look at the group's structure. State 
whether the Macquarie Group has a more traditional 
or a flat management structure and why. 
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2.2 Three basic types of management structure 





KEY CONCEPT The way an organisation is structured will vary; there are, 
however, three basic management structures. 


Functional structure involves 
grouping employees together 
according to the tasks they will perform 
(task structure). 


A divisional structure groups 
employees together according to 
divisions that may be geographical, or 
customer, product or process focused. 





The purpose of establishing a management structure is to arrange work tasks in 
logical sequences and combinations to avoid duplication, waste and inefficiencies. 
There are a number of approaches to achieving this. In reality, most LSOs do not 
rely on just one structure, but use a combination of structures depending on the 
demands of the situation. 

The basic types of management structure common today include: 
e functional 
e divisional 
e matrix. 


Functional structure 


This basic functional structure involves grouping employees according to their 
function or job. For example, an accountant will be part of the finance department 
and a salesperson will be part of the sales department. Such a structure is used by 
LSOs producing a small range of products. 





A basic functional task structure 


The main advantages of this structure include: 
e a defined career pathway for employees 
e the possibility of a high degree of task specialisation 
e the provision of good opportunities for skill and knowledge development 
e efficient use of resources. 


Some disadvantages of this structure may include: 
e lack of flexibility and cooperation due to its bureaucratic nature 
e a narrow departmental focus, as opposed to a broader organisation-wide focus 
e ‘empire building’ behaviours among personnel in each department — that is, 
gaining and keeping control over resources, finances and human resources. 


Divisional structure 


The divisional structure is commonly used by organisations producing a range of 
different products or services (see the diagram opposite). Employees are grouped 
together in departments based on divisions, such as: 

e Customers. The grouping of jobs and people according to the customers being 
served — for example, wholesale or retail, corporate or private. Customers are 
also often grouped according to the value of the business they generate, such as 
large or small. 

e Geography. The grouping of jobs and people according to their location — for 
example, regional or state, national or international. 
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e Products. The grouping of jobs and people based on single products or services. 
An organisation that produces a range of products, such as Cadbury Schweppes, 
may group activities according to whether they produce confectionery products, 
soft drinks and beverages, or ice cream and dairy products. 

e Processes. The grouping of jobs or people who are part of the same process. Car 
manufacturers, for example, may arrange their plant activities according to the 
processes required in purchasing, production and order fulfilment. 


Customer structure 


General manager client services 


Geographic (location) structure 


Global manager 


AKAA TE 


General manager products 


ALLAI AT 


Operations manager 





Divisional structures can be organised according to customers, geography (location), 
production and process. 


The main advantages of this structure include: 
e the direction of expertise at specific customers, products, regions and processes 
e the encouragement of cooperation between organisational departments 
e greater flexibility in adapting to environmental changes. 
The main disadvantages of this structure include: 
e reduced benefits of economies of scale because work could be duplicated 
e the potential to promote rivalry between divisions. 
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2.2 Three basic types of management structure 





> X y 
| 


Highly organised structures are also found A 
in nature. These not only enable leadership 
but also teamwork. y x 


Matrix structure 


The matrix structure involves bringing together specialists from different parts 


ee Onn oe organisation, based on the functions they perform and the divisions they 


together specialists from different parts 


of the organisation to solve specific belong to, to undertake specific projects. The term ‘matrix’ is used to describe this 
problems or to undertake specific approach because a grid is created over the top of the already existing organisational 
projects in teams. structure. The purpose is to support more cross-functional communication between 


departments. The following diagram illustrates the structure of an organisation that 
arranges large events. 

The main advantages of this structure include: 

e enhanced flexibility — operations can be altered quickly to suit environmental 
circumstances 

e enhanced communication, cooperation and teamwork throughout the 
organisation 

e enhanced decision making — expert project teams become a critical source of 
information for other managers 

e pooled expertise across the organisation, creating the best possible environment 
for problem solving. 

A disadvantage of this approach is that decisions made in project teams can 
sometimes undermine line authority. The matrix structure creates potential for the 
‘unity of command’ principle to be challenged, because people may be reporting to 
two managers, such as a functional manager and a project manager. 





In this matrix, the accountant reports to the merchandise manager as well as the finance 
manager in the organisation. Similarly, the graphic designer reports to the concert tickets 
and bookings manager as well as the marketing manager. 
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TEST your understanding 


1 Outline the purpose of a management structure. 

2 List the advantages and disadvantages of each of 
the three basic types of management structure by 
completing the following table. 


Type of 


ATAT Advantages Disadvantages 


Functional 


Divisional 


Matrix 


3 Complete the following sentences by filling in the 
blanks: 
(a) A functional structure involves 


together according to the which they 
will perform. 

(b) A divisional structure involves 
together according to which might 


be based on . 
(c) A matrix structure involves bringing together 
from different parts of the 
organisation to work in teams on a specific 
~~ ~ O 
(d) A member of a 
will report to a 
manager. 
4 Construct a mind map outlining the basic types of 
management structure common today. The mind 
map below has been started for you. 


in a matrix structure 
manager as well as a 





APPLY your understanding 


5 Suggest how the following organisations 

might decide on their management structures. 

Provide reasons for your answers. Try to draw an 

organisational chart for each organisation. The first 

has been started for you. 

(a) an organisation with its head office in 
Melbourne and with smaller branches in five 
regional areas 





(b) an organisation producing jam, fruit juices and 
canned fruit 
(c) an organisation dealing with several projects. 

6 Evans & Peck is an Australian-based, employee- 
owned company which provides management 
advice for other businesses throughout Australia and 
the world. Use the Evans & Peck weblink in your A 
eBookPLUS to have a look at Evans & Peck’s annual ( 
report tor 2006-07. There are many references to i -_ 
introducing a matrix structure in this document. 

Why did Evans & Peck do this and in what way was 
it done? 


ee 
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2.3 Corporate culture and its development 








KEY CONCEPT All large-scale organisations have their own corporate culture — 
the values and beliefs of the people in an organisation. 


ALL organisations have their own corporate culture — the values, ideas, expec- 

Corporate culture refers to the values, . P 

desae mand beli eren tations and beliefs shared by the staff and managers of the organisation. Each 

by members of the organisation. organisation develops its own particular way of doing things. The style or character 
of an organisation is consequently reflected in its culture. 

Corporate culture can be revealed 
officially in the policies, objectives 
or slogans of an organisation. It 
can also be seen in the unwritten 
or informal rules that guide how 
people in the organisation behave, 
such as the way staff dress, the lan- 
guage staff use and the way that staff 
treat each other and customers. 

A manager must understand 
i eo | and assess all facets of an organ- 
Corporate culture may allow EES a) as isation’s unique culture as this is a 
a0 INTETOG! enmiosy eke ake | ws -ai powerful tool for achieving objec- 
casual dress as opposed to ; . OP 
sci aime eel aa e a tives. Knowing and appreciating an 
more rigid standards. organisation’s culture makes it easier 

to get things done faster or to initiate 
a: a change to routine or procedures. 
E Competent, effective managers will 
J. use the organisation’ culture as a 
force for positive change. Research 
has shown that organisations with a healthy, well-developed and strong culture 
are more likely to be successful, because such a workplace is perceived by the 
employees to be more positive and personalised. Employees who have clear expec- 
tations feel better about their work — they develop a sense of belonging. A man- 
ager who does not understand an organisation’s culture may experience failure or 
disappointment. 


i, 







— 
a Gaai x 
= À ” a 
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DID YOU KNOW? | 

At The Body Shop, Anita Roddick, 
the organisation's founder, wanted 
people in her shops ‘who care, 

who are enthusiastic, who like 
trading, enjoy rapping and don't 
mind wrapping’. fveryshopis. Elements of a corporate culture 
encouraged to become involved 


ina local community project, > 
voluntary organisation or charity, 1 Values. These are the organisation’s basic beliefs, shared among its employees. 


reflecting their social obligations. Corporate values can include honesty, hard work, teamwork, quality customer 

Oe service, employee participation and innovation. 

2 Symbols. These consist of events or objects that are used to represent something 
the organisation believes to be important. It is a case of ‘actions speaking louder 
than words’. For some LSOs, competitive sports are a key feature of the organ- 
isation’s culture. Other organisations have encouraged employee development 
and loyalty through the use of training and development programs. 


A corporate culture normally consists of four essential elements: 





DID YOU KNOW? 
Origin Energy Australia is an 
energy company. Its employees are 
expected to reflect the company 


3 Rituals, rites and celebrations. These are the routine behaviour patterns in an 
organisation’s everyday life. Regular social gatherings can be held to help develop 
a sense of belonging among employees who normally work in small teams during 


values, which include caring, the week. 
listening, learning and delivering. 4 Heroes. Heroes are the organisation’s successful employees who reflect its values 
—_- and, therefore, act as an example for others. 
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Culture and organisational DID YOU KNOW? 


Management consultants Terrence 
stru ctu res Deal and Allan Kennedy wrote that 
having a positive corporate culture 
The culture of an organisation is often evident in its organisational structure. is essential for an organisation's 
Formal organisations with an emphasis on bureaucracy, line authority, hierarchical survival given: 
management structures, and defined job titles and areas of responsibility often have ° the rapid rate of social, 


prevailing cultures that emphasise accountability, communication and cooperation. technological and environmental 
They also tend to conform to a culture of loyalty and respect for superiors (or, if change 
not for superiors, at least for the positions they may hold). A culture that values ° an increasingly competitive 
and expects defined career pathways may be evident in formal organisations. macro environment 
Less formal organisations with flatter management structures, less departmen- ° intensified global competition. 


talisation and fewer defined spans of control often exhibit highly flexible, inno- 
vative and risk-taking cultures. Sony Corporation is an example of a company that 
values innovation. Masaru Ibuka, the company’s co-founder, created the atmos- 
phere of innovation that allowed the company to successfully introduce new prod- 
ucts such as the Walkman (1979), the Trinitron colour television (1968) and the 
CLIE hand-held organiser (2004). 









Management's role in 
developing corporate culture 


Once a positive corporate culture is established, it needs to be kept 
alive. This is where management comes in. Management must ensure 
that staff members are given sufficient training to reflect the values 
of the organisation. For example, if treating customers respectfully 
is important in the organisation, then this might become part of 
customer service training. 

For a change in corporate culture to be successful and sustainable, it is vital that 
senior management in an organisation be role models for staff in those important 
values. Management must continually reinforce what the values are by commu- 
nicating with staff, rewarding employees who display the appropriate values, and 
recruiting staff who already fit in with the values of the organisation. 





The corporate culture of 
McDonald's is ‘quality, service, 
cleanliness and value’. 


TEST your understanding Present your information in a table. Share your 
answers with other members of the class. 


Discuss the following statement: ‘It takes years for 

an organisation to establish a positive corporate 

culture, yet a return to a negative culture may occur 

overnight’. In your answer, refer to: 

(a) the importance of a positive corporate culture 

(b) strategies to develop a positive corporate culture 

(c) circumstances which result in a negative 
corporate culture. 

Choose a large-scale organisation and, using the 

Internet, find out what you can about its corporate 

culture. 

APPLY your understanding (a) Explain what values employees of that 

organisation would be expected to demonstrate. 

(b) What symbols or celebrations did you find that 

reflect the organisation's culture? 


Define corporate culture and explain how it can 
intluence the success of an organisation. 

How can a manager influence an organisation's 
culture? 

Why is a positive, healthy corporate culture 
important when new work methods are being 
introduced? 

Briefly outline the four essential elements of a 
corporate culture. 

What Is the relationship between an organisation's 
structure and its corporate culture? 


6 Working in groups of three or four, describe the 
culture of your school. Identify the shared values, 
symbols, rituals, rites, ceremonies and heroes. 
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EXTEND YOUR KNOWLEDGE: New and emerging 


management structures 





Not all management structures use the typical, 
hierarchical approach. 


A leader who fails 
more than twice to 
meet the standards 
expected of them by 
employees will be 
sacked. 


One of the best ways in which to improve an organisations productivity is to 
give employees some input into the decision-making process. Most people care 
for what they are directly involved in, so employees who have an input in the 
decision-making processes of their organisation tend to be much more committed, 
productive and creative. Inclusive and democratic management practices (manage- 
ment practices that include employees) are often spoken about, but rarely prac- 
tised — this process is more difficult and takes longer than traditional management 
techniques. 

Another trend is to structure organisations around the needs of the employees. 
This may mean allowing employees to work during the hours they can best 
manage, or encouraging them to work in teams and set their own goals. Semco is 
an organisation that has led the world with its commitment to democratic work 
practices: 


Semco — workplace democracy in action 





The Semco Group, based in Brazil, South America, is a most unusual business as a 
result of its absolute commitment to workplace democracy. It has had a noteworthy 
history, managing to grow when whole industries collapsed, and an international 
F T reputation for its democratic 


n employment relations practices. 
by j> 





Today, Semco Group is a market 
leader in industrial equipment 
and solutions for postal and 
document management. 

Semco actually began life 
in the 1950s as a company 
manufacturing centrifuges 
for the vegetable oil industry 
(a centrifuge is a piece of 
equipment where a compartment 
spins on a central axis to separate 
materials). Between the 1950s 
and the 1980s, Semco became a 
traditional hierarchical business, 
characterised by many layers. 
After running into trouble as 
a result of employee reaction 
to autocratic management, 
however, changes began in the 
mid 1980s that have continued 
to the present day. 

Ricardo Semler, the founder's 
son, took over as the CEO of 
Semco and fired 60 per cent of 
the top managers on his first day. 


BTE ka “i i r a E 
A Fe fae a ea 
A ae ae 





Ricardo Semler empowered staff 
at Semco and threw out the 
management chart. 
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Penne hs i 
Satellite businesses 


(former employees who 
now are business owners 
and supply to Semco) 


j 


In the 1980s, Semco was heavily involved in producing pumps, axles 
and other components for the naval industry. Semler believed that 
the company could be rescued by diversifying (moving into other 
industries). Semco introduced a matrix organisational structure, 
but this did not deliver the improvements that Semler was after. 
Semco then developed the idea of satellite units or strategic 
business units to develop new businesses and product lines. 
This provided greater freedom as well as more responsibility 
for managers and staff. 

Semco is now completely based on 
the concept of employee ownership, 










full employee participation, 7 Administrative 
flexibility and a focus on meeting core 

I 
customer needs. Employees design their | (provides a 
workplace, set their own hours and share | communication 
all information. At Semco, there are no channel but 
managers. There are team leaders, but leadership à not leadership) 


depends on the leader passing an appraisal that subordinates i 
conduct every six months. A leader who fails more than twice TET 
to meet the standards expected of them by employees will be 
sacked. 

There is an emphasis on ownership 
and disclosure — all wages are tied to 
the performance of the business, and each 
person’s wage is published so team leaders are shown not to be earning 
unfairly high salaries. Staff set their own salaries, but need to be careful anit 
because there are no secrets. Staff are provided with information about how (characterised by employee 
much they could make If they worked for another business using similar skills. ownership, independence 
Each employee has been trained in accounting so they can understand the business’s and financial viability) 
earnings and how their work affects the business. 

The structure is an ‘octopus’ (see the diagram). This Is a structure that Semco has 





Self-managing business 


Semco’s management structure Is 
a little like an ‘octopus’, in that 


created through its commitment to flexibility. This structure arose when recession there k anadminitratve core at 
hit and Semler wanted to avoid sacking people, even though the business could the centre with business units or 
not afford to keep them. An arrangement was made whereby the business sold off satellite businesses branching off 
parts of itself to employees, who would otherwise have been retrenched. Semco from the core. 


then purchased its supplies from these former employees who, now in their own 


businesses, were able to sell not only to Semco but also to Semco's competitors. / 


TEST your understanding EXTEND your understanding 


1 Identify the principles or values that are important 6 What lessons can modern managers learn from 
to Semco. Semco? 

2 Suggest a benefit to Semco of requiring team 7 Explain how Semco deals with some of the aspects 
leaders to be appraised by subordinates every six of management that have been covered so far in 
months. this chapter by completing the following table: 
Why does Semco train each employee in 
accounting? What Semco does 
What would it be like to work at Semco (in other Canol command There isn't really one 
words, describe the corporate culture at Semco)? — staff participate in 


Describe Semco’s management structure. decision making 


Flat management structure 
Bureaucracy 


Values 
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2.4 Key management roles 








KEY CONCEPT The key management roles are planning, organising, 


leading and controlling (POLC). 


Planning is the process of setting 
objectives and deciding on the 
methods to achieve them. 


DID YOU KNOW? 3° 


The key management roles, 
planning, organising, leading and 
controlling, were first described 
early last century by a French 
engineer named Henri Fayol. He 
provided a type of job description 
for managers. 

Fayol's explanation of the 
functions of management was so 
concise and easy to understand it 
formed the foundations of most 
management courses offered 
during the last century. His 
explanation was often used as a 


definition of management itself. 
( ———” 


Strategic planning is long-term 
planning, usually over three to five 
years. 


Tactical planning is flexible, 
adaptable, medium-term planning, 
usually over one to two years, which 
assists in implementing the strategic 
plan. 





Imagine you are the senior financial manager of a national furniture manufacturer. 
As a manager, you are required to perform a number of different management roles 
— planning, organising, leading and controlling. 


Planning 





Planning is the process of defining objectives and determining methods or strat- 
egies which will be used to achieve those objectives. It is often referred to as the 
primary management role. It provides the key to both the short-term and long- 
term success of an organisation. 





It is often said that ‘failing to plan is planning to fail’. 


Once organisational objectives have been determined, decisions must be made 
about how they will be achieved. This requires detailed plans for activities at all 
levels of the organisation. 

Strategic (long-term) planning is planning for the following three to five years. 
This level of planning will assist in determining where in the market the organisation 
wants to be, and what the organisation wants to achieve in relation to its competitors. 
Tactical (medium-term) planning is flexible, adaptable planning, usually over one to 
two years. It assists in implementing the strategic plan and allows the organisation to 
respond quickly to changes. The emphasis is on how the objectives will be achieved 


through the allocation of resources. Operational (short-term) planning provides 
specific details of the way the organisation will operate in the short term. Management 
controls the day-to-day operations that contribute to achieving short-term actions 
and objectives. Examples of operational plans are daily and weekly production 
schedules. 


At the core of the planning process is the need to base all decision making on accu- 
rate information that is relevant to the organisation. To achieve this at the strategic 
planning stage, managers can use a typical planning process, such as: 


What are our strengths? 


Step 1. Define the objective. Management begins the planning process by consid- 
ering where they believe the organisation is headed. 

Step 2. Analyse the environment. Managers attempt to work out exactly where 
the organisation currently stands. A common analysis technique is known as 
a SWOT analysis (an acronym for strengths, weaknesses, opportunities and 
threats). This identifies and analyses the organisation’s internal strengths and 
weaknesses, and also opportunities in, and threats from, its external environ- 
ment (see the following figure). 

Step 3. Develop alternative strategies. In response to the question ‘How will the 
organisation get there?’, managers develop several strategies and then agree to 
put one into action. 

Step 4. Implement an alternative. The strategy which has been agreed upon needs 
to be put into place. 

Step 5. Monitor and seek feedback on the implemented strategy. Management must 
set targets and check whether they are met. If objectives are not met, then the 
planning process would need to be repeated. Any plan formed should be a living 
document, regularly reviewed and revised if necessary. 


2 


Internal assessment 


` 


Strengths 


W 


Weaknesses 


o 


Opportunities 


What are our weaknesses? What are our 





Operational planning provides 
specific details about the way in which 
the organisation will operate in the 
short term. 


A SWOT analysis involves the 
identification and analysis of the 
internal strengths and weaknesses of 
the organisation, and the opportunities 
in, and threats from, the external 
environment. 





DID You know? SE 


The strengths of a leading 
organisation often set the 
standards for other organisations 
to benchmark against. KFC, Hungry 
Jack’s and Red Rooster may use the 
core competencies of McDonald's 
as the basis for benchmarks in their 
own organisations. 





External assessment 


+ 


Threats 





What are our threats? 


e What Is the organisation e Do we have competent opportunities? e What trends have 
good at? managers and staff? e What will new been evident in our 

e Is our product popular? e Is our computer system technology bring for us? markets? 

e Are our customers loyal? obsolete? e Is the national economy e Are there new laws 


Do we have a skilled and e Have we experienced strong? regulating what we 


motivated workforce? past failures? e Are interest rates low? do? 
e Do we function e Have we been e What are our possible e Are there new 
efficiently? upgrading our facilities new markets? competitors? 


e Are we in a solid to keep pace with e What other businesses e Are current 
financial position? others? can we acquire to competitors taking 
e Is our equipment state expand the over our market 


of the art? organisation? share? 


A SWOT analysis 


Organising 
Organising is the process management goes through when it attempts to arrange 


resources (such as staff) to match up with tasks, in order to achieve the objectives 
of a large organisation. 


Organising Is the process of arranging 
resources and tasks to achieve 
objectives. 
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Leadership is: 

e coping with change 

e determining direction 

e aligning people 

e motivating people 

e ensuring career development of 
potential leaders. 


Leading is the process of influencing 

or motivating people to work towards 
the achievement of the organisation's 
objectives. 





One contemporary, and somewhat 
controversial, viewpoint on the 
much-debated topic of effective 
leadership is that of Robert K. 
Greenleaf. In the books Reflections 
on leadership and Insights on 
leadership, he argues that a truly 
effective leader is aq manager who 
serves. He outlines a practical 
philosophy of ‘servant leadership’, 
which holds that people who 
choose to first serve, and then 

to lead, make the most effective 
leaders, because they expand 
services to others, Servant-leaders 
encourage cooperation, trust, 
listening, foresight and ethical use 
of power. 


The organisation process is the range of activities that translate the objectives of a 
business into reality. These activities include the following three steps. 


1 


Determining the work activities. The work activities required to achieve manage- 
ment objectives must be determined. Work activities are then usually broken 
down into smaller steps. 

Classifying and grouping activities. Once the work activities of a business have been 
broken down into smaller steps, similar activities can be grouped together. This 
improves efficiency by enabling the most appropriate allocation of resources. It 
is common practice, for example, to group activities into departments or sec- 
tions, and to allocate employees and supervisors to each section or department. 
Assigning work and delegating authority. The next step in the organisation process is 
to determine who is to carry out the work and who has the responsibility to ensure 
the work is done. Delegation also involves ensuring the person who has been 
given responsibility does carry out the processes. Effective delegation can increase 
productivity and efficiency, and increases job satisfaction for the employee. 


Leading 


Leading occurs when managers endeavour to influence or motivate people in the 
organisation to work to achieve the organisation’s objectives. The type of leadership 
which occurs in an organisation depends on the attitudes and assumptions that 
managers have about people in the organisation. 


ih 
My 





Kerrie Mather, CEO of Macquarie Airports, and Dick Smith, founder of Dick Smith 
Electronics and Dick Smith Foods, are both leaders. They set an example and earn the 
respect of employees, and they clearly communicate a vision in order to achieve objectives. 
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Managers can typically be categorised as transactional or transformational 
leaders. A transactional leader provides staff with rewards in return for their com- 
pliance and acceptance of authority. Incentives, such as pay rises or an increase 
in status are offered depending on whether or not performance goals are met. A 
transformational leader inspires or enthuses staff with a vision to ensure that they 
are committed to achieving the objectives of the organisation. They consider each 
member of staff as a unique individual and provide opportunities for team mem- 
bers to exercise their own judgement on decisions. 

Today, most leaders are transformational. In 2001, a survey on Australian leader- 
ship by the Australian Institute of Management (AIM) and Monash University 
found that senior managers are more willing to use transformational leadership to 
achieve results. A survey of more than 600 Australian business leaders by Perpetual 
in 2008 revealed that they continue to believe that a good leader creates a vision 
for the business and inspires others to support it. 


TOMORROW'S LEADERS WILL... 


DID YOU KNOW? +e 
‘Management Is doing things 
right; leadership is doing the right 
things.’ 

Peter Drucker, management consultant 
‘Management is not dictatorship. 
Top management of a company 
has to have the ability to manage 
people by leading them.’ 


Akio Morita, co-founder and former CEO of 
Sony Corporation 


O 





Managers must possess the qualities of leadership. 


Controlling 


Controlling is the process management goes through when it attempts to evaluate 
performance and take corrective action to ensure that objectives are being 
achieved. 

Controlling compares what was intended to happen with what has actually 
occurred. If there is a discrepancy between performance and objectives, changes 
and improvement can be made. Traditional management control involves checking 
procedures and products at the end of the production process. The concept of con- 
trol throughout the whole process is relatively new and is part of quality control 
practices developed and used extensively in Japan. Total quality management and 
quality controls are now in place in many Australian organisations. 


Control processes 


There are three steps in the control process: 

e establishing standards in line with the objectives of the organisation 

e measuring the performance of the organisation against those standards or 
benchmarks 

e making changes when necessary to ensure the objectives of the organisation 
have been met. 
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Controlling is the process of 
evaluating performance and taking 
corrective action to ensure that the set 
objectives are being achieved. 





DID YOU KNOW? 


Control is a continuous process 
within the organisation. Many of 
the tools used in planning are also 
used in the controlling process. 





CHAPTER 2 





2.4 Key management roles 





TEST your understanding 


1 What is meant by the term ‘planning’? 

2 Explain the difference between strategic, tactical 
and operational planning. 

3 Complete the following table by identifying 
whether the planning activities are strategic, tactical 
or operational. The first one has been completed 
for you. 


Planning activity Type of planning 


1. An organisation plans to 
build a new warehouse. 


2. A supervisor wants to have 
regular weekly production 
meetings. 


. A department sales 
manager requires the sales 
team to increase sales by 
10 per cent over the next 
six months. 


. A government business 
enterprise decides to 
undertake planning to fully 
privatise during the next 
four years. 


. A team leader decides 
to monitor the team’s 
performance over a two- 
month period. 


. A large-scale organisation 
decides to undertake an 
extensive restructure of its 
entire organisation. 


. A marketing department is 
to relocate to a new site in 
another city. 


8. A stocktake needs to be 
completed tomorrow. 

9. A new computer system is 
to be installed. 


10. An engineering organisation 
wishes to expand 
internationally and develop 
new markets and production 
facilities in five countries. E 
4 Outline the steps in a typical planning process. 
5 What are the benefits of a SWOT analysis? 
6 Outline the importance of the organising role of 
management. 
7 What is meant by ‘leading’? 
8 Explain why controlling is an important 
management role. 
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APPLY your understanding 


9 


10 


"n 


12 


13 


14 


15 


‘The three levels of planning — strategic, tactical 

and operational — correspond to the three levels of 

management — top, middle and frontline.’ Outline 

the relationship between the level of planning and 

the level of management. 

‘Any organisation that does not understand the 

importance of planning will ultimately fail.” Do 

you agree or disagree with this statement? Provide 

reasons for your answer. 

Prepare a SWOT analysis for: 

(a) an organisation you deal with regularly, such as 
a video store, sports club or retail store 

(b) your school. 

Explain the relationship between the roles of 

organising and establishing a management 

structure. 

Working in groups of three or four: 

(a) Prepare a list of five or six people who 
are effective leaders. You could select 
businesspeople, entertainers, sports 
personalities, academics, politicians or school 
leaders. 

(b) Against each name, list the personal leadership 
qualities each person displays. 

(c) What leadership qualities do the individuals 
tend to have in common? 

(d) Compare your answers with other groups. 

Choose two different large-scale organisations 

in your local area (for example, manufacturing, 

wholesaling, community service, retailing or 

agricultural). Explain the different types of control 

procedure that each type of organisation might 

employ. 

Complete a concept map like the one on page 61, 

outlining in your own words what tomorrow's 

leaders will be like. 





APPLY YOUR SKILLS: The role of management 





accurately use relevant management terms 

research aspects of the internal environment of large-scale organisations using 
print and online sources 

analyse business information and data 

apply knowledge and concepts to practical and/or simulated situations. 


Interview with the managing director of 


Mazda Australia Heaney 





Mazda Australia is an importer of Japanese cars and has just over 7 per 
cent of the total market share of the Australian car market. Management 
at Mazda Australia realised that the organisation's corporate culture would 
need to change and introduced a leadership program to bring about that 
change. The managing director, Doug Dickson, was asked a number of 
questions about his job and the change. 






Why did you think it was -PF mAh, 
necessary to attempt to at pn k B — . 
change your corporate at 

culture? “3 





Ls 


G 


To understand that, you 
need to know a little about 
our operating history in 
Australia. We have been in 
Australia almost 40 years 
and, in the early years, 

the company had been 
quite successful. In the 

15 years up to 1986 we 
sold around 33 000 cars 
per year with a market 
share of almost 6 per 
cent. However in 1987, 
principally because of 
exchange rates, we had a 
dramatic decline, dropping 
our volumes almost 60 per 
cent. That then led to a 
difficult period of almost 
15 years, and it was only 
around 2001 that we had 
recovered to the position 
we were in the mid- 
eighties. 

That 15 years of struggle was critical in creating our corporate culture: ours was 
a culture borne out of adversity. We rarely celebrated successes, for instance, as we 
thought that could lead to complacency and arrogance, and threaten what seemed 
a very fragile recovery. We were very much all hands to the pumps, in a struggle for 
survival as a company. 

From 2001, however, we had a major turnaround in fortunes. Our sales since then 
have grown 16 per cent year-on-year for the last seven years, so by 2005 or 2006 
we realised that we had to grow our staff and change our culture to reflect our new 
successes in the market. 





Doug Dickson, Managing 
Director, Mazda Australia 


(continued) 
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APPLY YOUR SKILLS: The role of management 





p 
How did you implement the program locally? 


We did put all our staff in Australia, which is a total of about 150, through some 
version of the program. There are essentially two versions: one for managers, and 
one for non-managers. The reason we did this is that one of the key outputs from 
the course is a common language to describe behaviours and attitudes. We felt it 
would potentially have been divisive if we put some people through the course and 
not others. It is certainly more effective if all the people in the company can access 
the same set of tools and concepts within the culture. 


What have been the main outcomes from the program? 


| believe the program gives people a strong awareness of how their individual 
behaviour impacts on the group, and also a set of tools with which to modify 
individual or group behaviours in a positive way. The shared language that is gained 
is really just a way of describing the insights and behavioural modifications that 

the program produces, and can thus trigger awareness in people of both their 
behavioural strengths and weaknesses. 


6 While the program has made a great contribution to changing our culture within 
We had to grow our the company, its effects go far beyond that. Although we are only a company of 
staff and cha Nge OUr around 180 people, when you look at our company it is broader context, such as 


our local dealer network, our suppliers and so on, we are actually part of a bigger 
CU ture tO reflect our network of around four to five thousand people. The program has given us tools 
new successes. | that can help us deal more effectively in our interactions with those people, just as It 
makes us more effective within the company. 
One interesting indirect outcome from the program was that we installed a video- 
conferencing system across the company. One of the features of the program is the 
12 weeks of 1-hour follow-up sessions with groups of course participants, which 
means that people in different states and different departments got to develop 
deeper relationships than they otherwise would have. It was largely to foster those 
relationships, and make the group sessions more effective, that we implemented the 
video-conferencing system. 
| believe it has been a highly successful program for us, and has certainly helped 
us transform our culture. We have gone from a culture in which we were almost 
frightened to celebrate success, to one where success is expected and welcomed. 
We've realised that celebrating successes doesn’t mean that we are getting 
arrogant or complacent, and that celebration Is an important part of how we do 
business. 


What do you believe are the two or three things a CEO needs to get right in 
implementing a culture change program? 


A program like this needs to be approached with total commitment. It is the CEO's 
responsibility to explain why the program Is important, what we want to get out 

of the program, and how tt fits into our broader business objectives. | do find that 
people are generally quite positive about doing these type of programs, but the link 
with the business needs to be strongly established. 


Source: Excerpts from ‘Learning to celebrate again’, www.ceoforum.com.au. l 


TEST your understanding APPLY your understanding 


1 Describe the corporate culture which developed 4 What role does a CEO play in changing corporate 
from Mazda's difficult times. culture? 

2 Why did Mazda put all staff and managers through 5 In what way or ways has Doug Dickson shown 
the program? leadership at Mazda Australia? 


3 Describe Mazda's corporate culture now. 
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Paper plane business 


Ask your teacher for permission to complete this activity in class time. The aim of 
this activity is to put your theoretical understanding of business management into 
practical use as you solve problems, plan and make management decisions. 


INSTRUCTIONS Materials required 

You are about to embark on your latest venture ... running a rather large paper _ paper 

plane business. Your team’s task is to construct the ultimate paper plane. tape measure 

1 Arrange your class into groups of three or four. Each of these teams will become markers (such as flags or witches hats) 


2 


a business. Organise for some of the students in the class to be observers. 

Your business has 30 minutes in which to produce the paper plane which travels 
the longest distance (you could also have a competition for the best looking 
plane or most innovative design). 

As a team, determine what the objectives (the goals) for your business will be. 
Write down an action plan for your business (your strategies). List the KPIs 
which will show whether or not you have met your objectives. 

Establish your management structure (who is going to complete the various 
activities which need to occur in order for your business to achieve its objec- 
tives). Your teacher will explain the responsibility of each position. You would 
definitely need a CEO. Make sure each team member’ task is clear. Each team 
member should probably take responsibility for a particular objective. 

Discuss a design for your plane and then produce it, making sure that you do 
your very best to meet all of your objectives. 

Find a safe place to test your planes. Use the tape measure to determine dis- 
tance. Make sure you record these measurements. 

The winner will be the group whose paper plane travelled furthest. Alter- 
natively, the winner could also be the team with the best looking plane, 
the most innovative design etc. 

The observers should next report to the class. What did they see 
happening as groups were planning, organising and controlling? Did 
any leaders emerge during the activity? 































TEST your understanding 


1 After finishing the paper plane activity, list your group's objectives. How did you plan to achieve these 
objectives? What KPls did you plan to use to measure whether or not you met the objectives? 

2 Outline the role that you played in your business. For example, if you were the production manager, outline 
how you were involved in planning, organising and controlling your business. 

3 Using the information from the observers, did anyone emerge as a leader in your group? 

4 How did your group perform in terms of meeting its KPIs? 


APPLY your understanding 


5 After finishing the paper plane activity, complete the following table to show the role of each member of your 
business. The first entry has been started for you. 


Manager Planning Organising Leading Controlling 


CEO Determined Delegated responsibilities | Motivated team members | Compared planned performance 
objectives for group | to members of group to get the task done with actual performance 





em OO e S S 


6 Benchmark your performance against other groups in your class (that is, compare the results for your KPIs to the 
other results). How could you improve? 
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2.5 Policy development and its applications 








KEY CONCEPT Policies and procedures must be developed and implemented 
to establish and communicate basic expectations about behaviour, conduct 
and decision making. 


Policy 


a Bp A policy is an established set of broad guidelines to be followed by all employees 
a r e in an organisation. Your school will have a well-defined policy on bullying and 
when dealing with important areas of harassment. This policy would have been widely communicated in your school. 
decision making. One important area of policy development for all organisations is sexual harass- 
ment. All sexual harassment policies in Victoria are required to conform to the 
provisions of the Equal Opportunity Act 1995 (Vic). The legislation provides basic 
guidelines to be used by all organisations in drafting their policies. The actions and 
decision making of all members of all organisations in Victoria must conform to 
the same set of principles. 


EQUAL OPPORTUNITY POLICY 


Core purpose Drivers 
Align Recruitment Consultants Pty Ltd’s (hereinafter referred The expected outcomes and standards arising from this Equal 
to as ‘Align Recruitment’) core business Is permanent, Opportunity Policy are to: 
temporary/contract staffing and a range of HR Services list the appropriate Acts and relevant legislation pertaining to 
in the commercial and technical sectors. All industries equal opportunity 
and professions serviced range from local small business outline what are the grounds for discrimination 
operators to global corporations and public sector describe the exceptions to the Equal Opportunity Act 1995 
organisations. (Victoria) 

The right to be treated fairly and without discrimination explain what represents sexual harassment 
applies in various areas of the law. In relation to employment, summarise how to make a complaint and 
at Align Recruitment, staff are aware that discrimination can give details on where to obtain more information. 
occur in different areas of the work relationship and that it is Scope and boundaries 
unlawful to discriminate against a person when: The scope of Align Recruitment’s policy applies to all employees 
e hiring based internally at our offices and externally on the premises of 
e setting terms or conditions of employment our clients. 
e denying a promotion or training opportunities and Align Recruitment values the diversity of all its employees, both 
e dismissal. on-site and off-site, and views individual talents, skills and experience 
It should be noted discrimination can be direct or indirect. as assets that add up to the sum of our collective strength. 





The equal opportunity policy l l , l 
for Melbourne company Align In reading the policy above, you will note that a framework for behaviour, 


Recruitment Consultants Pty Ltd decisions and actions has been established for all members of the organisation. In 
this way, the policy ensures the daily actions of every employee are consistent with 
the values, objectives and strategies of the organisation. Policies, therefore, guide 
employees by pointing them in the right direction. 


Procedures 


A procedure is a series of actions which enable a policy to be put into practice. It 
is essentially a step-by-step set of instructions. Most organisations have procedures 
in place for paying accounts, handling grievances, preparing budgets, dealing with 
customer complaints and many other activities. 

To support a sexual harassment policy, for example, specific procedures would 
establish how a complaint would be handled. These procedures might include: 
e how to record the complaint 
e the process used to investigate an allegation of sexual harassment 


A procedure enables a policy to be put 
into practice. 
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e how to arrange counselling for victims of sexual harassment 

e the process used to terminate employees responsible for sexual 
harassment 

e the steps to be taken when an allegation is found to be untrue. 
Similar to policies, procedures provide a sense of consistency in 

an organisation by putting in place common methods to deal with 

problem solving or routine tasks. 


Policy development 


Having policies and procedures will help an LSO achieve its objectives. 
Management can guide the development of policy to reinforce positive 
aspects of corporate culture, such as teamwork and cooperation. 

Policies should be reviewed regularly. The need to change a policy 
may originate with any of the stakeholders of the LSO. Regardless of 
where the pressure to change occurs, the organisation will need to 
use a policy development process. 

The need for a new policy may arise because there is an issue or 
problem that needs to be resolved, or a change to the law which necessi- 
tates the introduction of a new policy into the workplace. Following 
research and analysis, a draft policy or summary of changes should be 
provided to all stakeholders, seeking feedback. Once a decision has 
been made to proceed with the policy development, a team would 
form to write the new policy. The policy should incorporate the 
feedback of stakeholders and any changes to legislation. 

Revisions should be made to the policy after feedback has been 
received. The policy should then be presented to senior manage- 
ment for approval and subsequently distributed to all stakeholders. 
It needs to be clearly communicated to all staff. Training for man- 
agement and employees on the policy and its implications may have 
to be carried out. After the policy has been introduced it will need 
to be monitored to make sure it is easily understood and that it is 
being followed. 


TEST your understanding 


What is the purpose of a set of policies and 









A typical policy development process 


APPLY your understanding 


8 Inspect a number of policies being used in an 


procedures? 

Suggest why policies and procedures should be 

clearly worded and widely communicated. 

Examine the Align equal opportunity policy and 

then answer the following questions: 

(a) To what Act are all equal opportunity policies in 
Victoria required to conform? 

(b) Whom does the policy cover? 

(c) In what ways is it unlawful to discriminate 
against a person? 

List three other areas for which an organisation 

needs to have policies. 

Outline the difference between a policy and a 

procedure. 

What are the main pressures for a change In policy? 

List and explain the steps in a policy development 

process. 
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LSO with which you are familiar. Evaluate the 

effectiveness of each policy by looking at aspects 

such as: 

(a) the connection of the policy to the LSO’s 
objectives 

(b) the extent of consistency within the policy 

(c) how easy it is to follow. 

Use the Coca-Cola weblink in your eBookPLUS 

to locate CC Amatil’s environmental policy. What 

intormation does this policy contain? Can you find 

other policies on this web site? What information is 

in the other policies? 

Use the David Jones weblink in your eBookPLUS 

to tind the Code of Ethics and Conduct. What 

intormation does this policy contain? Can you find 

other policies on this web site? What information is 

in the other policies? 
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2.6 Management styles — autocratic and persuasive 








KEY CONCEPT Two management styles are the autocratic and 
persuasive styles. 


The important task faced by managers is how best to achieve the objectives of their 
organisation. This task can be accomplished only by working with and through 
other people, so managers must select a management style appropriate to the 
environment in which they operate. 
A managers style is essentially their way of doing things — their behaviour and atti- 
Vienagement style retes tothe tude. Management styles can be placed on a continuum (see the following figure), 
behaviour and attitude of the manager. With the autocratic manager at one end and the laissez-faire manager at the other. The 
assumption is that all types of manager appear somewhere on that continuum. 
We will examine the five styles shown in the figure in turn and outline their 
main features, advantages and disadvantages. 








Mere Management control 


Persuasive Consultative Participative 





The continuum of management styles 


Autocratic management style — 
do it the way | tell you 


aae An autocratic management style is one where the manager tends to make all the 

one where the manager tells staff what decisions, dictating work methods, limiting employee knowledge about what needs 

decisions have been made. to be done in the next step to be performed, and frequently checking on employee 

performance. The autocratic manager generally provides clear directives by telling 

æ employees what to do, without listening to or permitting any 

employee input. This style of manager motivates through threats 

and disciplinary action. Such managers expect compliance 

and obedience, control tightly (often requiring many detailed 
reports) and give more negative and personalised feedback. 

The autocratic style of management can be effective in a 
time of crisis, when immediate compliance with rules or pro- 
cedures is needed, or in meeting an unexpected deadline, 
when speed is important. This approach is also effective when 
team members do not know each other well or when indi- 
viduals lack skills and knowledge. A McDonald's crew trainer, 
for example, would adopt this style when supervising new 
employees. It is generally accepted, however, that this style 
does not encourage the best performance from employees. 
eee a The main advantages of the autocratic management style include the following: 
manader Heietoueh, aie Directions and procedures are clearly defined; there is little uncertainty. 
communicates exactly what he e Employees’ roles and expectations are set out plainly, so management can mon- 
expects from staff. itor their performance. 

e Control is centralised at top management level, so time is used efficiently and 
problems are dealt with quickly because there is no discussion or consultation. 





Gordon Ramsay displays many of 
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The main disadvantages include the following: 

e No employee input is allowed, so ideas are not encouraged or shared. This means 
employees do not get the chance to develop their skills or to feel valued. 

e When no responsibility is given to lower level staff, job satisfaction decreases, 
which ultimately impacts on issues such as absenteeism and staff turnover. 

e Conflict, or the potential for conflict, increases. Often workers are competing for 
the approval of managers, which can lead to disagreements and tension. 

e An ‘us and them’ mentality may develop because of the lack of employee input. 


Persuasive management style — 
| think it is best if you do it this way 


An extension of the autocratic style, the persuasive management style is one | 
where the manager attempts to make employees think that management's way is A ae a dual 
| one where the manager attempts to 
the correct way of doing things. Authority and control are centralised at the senior sell decisions made. 
management level, but managers attempt to convince employees to accept the 
objectives of the organisation and to work to certain plans and procedures. Com- 
munication is one-way, and workers are not given the opportunity to share ideas 
or provide feedback. 
The advantages of the persuasive management style include the following: 
e Managers can gain some trust and support through persuasion. 
e If workers believe that their feelings are being considered, they may approach 
their tasks, and the organisation as a whole, more positively. 
e Instruction and explanations remain clear and constant. 
e There is some acceptance of negative situations (such as altered work hours) 
when the benefits of management decisions are explained. 
The main disadvantages include the following: 
e Attitudes and trust remain negative. Employees fail to give full support to 
management. 
e Communication is still poor and limited to a top-to-bottom, one-way system. 
e Employees remain frustrated because they are denied full participation in the 
decision-making process. 
The persuasive style is often appropriate in similar conditions to those suiting 
the autocratic style. 


TEST your understanding APPLY your understanding 


Explain what is meant by a management style. 6 Do you know any autocratic managers? What 

Outline the characteristics of the autocratic style and characteristics of the style do they display? How do 

the persuasive style. they motivate staff to get things done? Is their style 

In what ways is the autocratic style similar to the successful? 

persuasive style? In what ways are the two styles For the following situations, suggest whether the 

different? autocratic or persuasive style is being used, and 

List the main advantages and disadvantages of the explain why you made your choice: 

autocratic and persuasive styles. A Maurice is the manager of an inexperienced 

Outline situations where the autocratic and customer service team. He convinces the team 

persuasive styles would be appropriate. that new customer relationship management 
software should be trialled for six months. 
Dianne is the human resources manager of a 
large mining company. Senior management has 
decided that there will have to be staff cutbacks 
due to the deterioration in the economy. Dianne 
will let staff know about this decision. 
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2.4 Management styles — consultative and participative 





mi KEY CONCEPT Two management styles are consultative (based on 
relationships) and participative (which encourages responsibility). 


Consultative management style — | 
put the people first, the task second 


A consultative management style is one where the manager recognises the 
importance of good personal relationships among employees and consults with staff 
on certain issues before making a decision. This implies a two-way communication 
process, with employees sharing their ideas with a manager who is willing to 
listen. This type of manager believes that motivating employees will help achieve 
performance objectives. They also believe in enhancing personal relationships 
by offering job security, providing social activities and offering fringe benefits. The 
consultative manager seeks the opinions of employees, holds information-sharing 
meetings and recognises good performance. This employee-centred management 
style is moving away from the two previous styles, where management is centralised. 

This management style is most effective when a new operating pro- 
cedure is to be introduced or some organisational change implemented. It 
provides an opportunity for employees to have some input at the time of 
decision making. 

The main advantages of the consultative management style include the 
following: 

e Asking for suggestions from employees allows for a greater variety of 
ideas, and should improve the quality of management decisions. 

e Employees begin to have some ownership in the way in which the 
organisation is run, so they take more of an interest in it. This is 
reflected in their levels of motivation and commitment, which increase 
substantially. 

e When decisions are discussed and fine-tuned before implementation, 

tasks are completed more efficiently and with better results. 

A i The main disadvantages include the following: 

e The time taken to consult all the relevant employees can slow the entire process. 

e Some issues to be decided are simply not suitable for a widespread consul- 
tation process. If the process is not consistent with each decision made, staff can 
become uncertain and confused about their role. 

e When a number of ideas are shared, some are bound to be ignored or over- 
looked in the final decision. This may cause conflict or resentment. 


A consultative management style 
is one where the manager consults 
employees before making decisions. 
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Participative management style 
— | believe the people have 
something valuable to contribute 


_ A participative management style is one where the manager not only consults 
7 Pal ae lpathy © Manage Melle ye with employees but also gives them some responsibility in the management of the 
is one where the manager unites with g l , , 
staff to make decisions together. process. In this sense, the manager shares the decision-making authority with sub- 
ordinates. The degree of sharing can range from the manager outlining a solution, 
with the possibility of changes being suggested, to allowing the team to initiate, 
implement and monitor its own solutions. 
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Participative managers recognise the strengths and abilities of employees and 
actively involve them in all the stages of the decision-making process. This style is 
frequently practised in those organisations that have flatter management structures 
and work teams, and especially where there are diverse groups to be coordinated. 
The contribution of the employee is valued; in turn, employees have a commit- 
ment to the organisation’s objectives via their own input. 

This participative management style is most effective when an organisation 
is operating in an environment undergoing rapid change. Individual employees 
accept responsibility for, and can implement, changes. This makes the organisation 
more responsive to change. Activities such as brainstorming generate a range of 
opinions and ideas, and these may lead to better decisions being made. 

The main advantages of the participative management style include the following: 
e Communication is a two-way process. 

e Employer/employee relations are positive and there is reduced likeli- 
hood of industrial disputes. Employees are more likely to accept man- 
agement decisions. 

e Motivation and job satisfaction are optimal because employees feel they 
have played an active role in allocating tasks and implementing actions 
to meet objectives. 

e Employees have a greater opportunity to acquire more skills. 

e There are opportunities for employees to put forward ideas. This 
power-sharing approach encourages the development of work teams, 
and employees display high levels of commitment. 

e There is a high level of trust, often resulting in improved employee 
performance. 

The main disadvantages include the following: 
e Reaching decisions and introducing tasks can be time consuming when differing The participative management style 

views have to be considered. The quality of decisions may also suffer because 

compromises are made rather than decisive, clear directions given. 

e The role of management, and the control of the manager, may be weakened and 
undermined, with employees given too much power in some cases. 

e Internal conflict can arise with so many views and opinions being shared. More 
involvement may bring about disagreement. 

e The importance of the organisational structure may be minimised, leading to an 
informal system that could result in a complete collapse in management. 

e Not all employees may want to contribute. 





TEST your understanding APPLY your understanding 


1 Outline the characteristics of the consultative style 5 Do you know any participative managers? What 
and the participative style. characteristics of the style do they display? How do 
2 In what ways Is the consultative style similar to the they motivate staff to get things done? Is their style 
participative style? In what ways are the two styles successful? 
different? For the following situations, suggest whether the 
List the main advantages and disadvantages of the consultative or participative style is being used, and 
consultative and participative styles. explain why you made your choice: 
Outline the situations where the consultative and A Lisa is the project manager of a very experienced 
participative styles would be appropriate. team of programmers. Her team has made all of 
the decisions about how to design, develop and 
implement new software applications. 
Greg is the production manager for a large 
manufacturing company. He holds a meeting to 
seek the opinion of his staff about introducing a 
direct marketing system. 
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2 The laissez-faire management style and situational 
Ld 


management approach 





mi KEY CONCEPTS Another management style is the laissez-faire style. 


The situational approach is when a manager selects a style to 
suit the situation. 


Laissez-faire management 
style — the employees can take 
complete control 


A laissez-faire management style is one where employees are responsible for 
A laissez-faire management style . . 
is one where the employees assume workplace operations. Management has no central role and power. Essentially, 
total responsibility for, and control of, management has no role in the day-to-day running of the organisation. Manage- 
workplace operations. ment will set the objectives, but the employees take full responsibility to imple- 
~ ment the means of achieving them. In so doing, employees are responsible for 
their decisions and accountable for the results. There is a completely decentralised 
organisational structure, with employees operating individually or in small groups 
to complete projects. 

The laissez-faire management style is most effective for creative work or research, 
with employees who are highly talented or qualified in the tasks to be performed 
and where minimal supervision and direction is required. 

The main advantages of the laissez-faire management style include the 
following: 

e Employees feel a sense of ownership, which can promote outstanding results. 

e There is continual encouragement for creativity, which is conducive to a dynamic 
working environment. 

e In a flat structure, communication is completely open and ideas are both 
discussed and shared. 

The main disadvantages include the following: 

e There is a complete loss of control by management. No control or direction 
means there is potential for misuse of the organisation’s resources, including time 
and money, because these have been placed in the hands of the employees. 

e This style can breed personal conflicts, whereby individuals do not cooperate 
or wish to implement only their own ideas. In these cases, management is not 
there to direct or negotiate. 

e The focus on meeting organisational objectives can be easily eroded. Manage- 
ment may find themselves with a failed organisation and nothing to manage. 


Situational management 


The management style chosen by a manager will be influenced by: 
e the manager — their personality, background, values, beliefs and skills 
e the personalities, backgrounds, values, beliefs and skills of staff 
e the situation itself 
e internal and external constraints, including time and resources. 
Ultimately, managers will choose the styles they are most comfortable with. 


PEN A ae However, highly effective managers change styles depending on the situation. 
a 7 : Another name for this approach is contingency management theory. There is no 
ait estanari. one best style, except the one chosen appropriately and which contributes to the 


organisation achieving its objectives. 
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DID YOU KNOW? 


Some people argue that the 
laissez-faire approach should 

not be recognised as a separate 
management style. They argue it 
is only an extreme example of the 


participative style of management. 
O: 


A laissez-faire management style 
is effective for work situations like 

4 medical research. This management style 
encourages ownership, which may produce 
outstanding results. 


TEST your understanding APPLY your understanding 


What is meant by ‘laissez-faire management 5 Which management style would you prefer to adopt 
style’? if you were a senior manager? Under what style of 
When might it be appropriate to use a laissez-faire management would you prefer to work? 
management style? Alistair is the communications manager responsible 
List the main advantages and disadvantages of the tor producing the company annual report in six 
laissez-faire management style. months’ time. He is a very highly experienced 
Explain what Is involved in using the situational and skilled manager but Is working with a team 
approach when choosing a management style. consisting of many new employees. Outline the 
details of each of the situational elements (the 
manager, the staff, the situation and constraints) in 
this scenario. What management style would you 
recommend that Alistair use? 
Compare and contrast the five main management 
styles by completing the following table. 


Autocratic Persuasive Consultative Participative Laissez-faire 


Decision making Manager makes 
all decisions and 
tells staff 
Control Less centralised, 
though final decision- 
making power rests 
with the manager 


Staff participation High level 
of employee 
empowerment 
Communication One-way (top 
down) 
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EXTEND YOUR KNOWLEDGE: Management styles 





An appropriate management style should be selected to 
suit the situation. 


An experienced manager 





Peter Anderson is the production manager at BKW Pty Ltd, a manufacturing 
company that supplies assembly parts to vehicle production companies. 


i g 
f 





As a result, 
production staff 
are often stressed 
because short notice 
is given for the 
production changes 
required. 


The difficult aspect of Peter's job is responding to the demand to maintain 
adequate stock levels to service all the vehicle companies. Peter's management 
experience comes from working on the factory floor for over a decade before being 
promoted to production manager four years ago. He has extensive knowledge of 
equipment and procedures, and has built up a reputation for being a hard, technical 
man who will always get the work done. Despite this, he has avoided dealing with 
problems that the marketing department has created with late requests for new 
stock requirements. 

The marketing manager, Kim Laffin, is keen to take orders to provide parts for a 
variety of models and makes from different vehicle companies. However, she does 
not always communicate her ideas to Peter. As a result, production staff are often 
stressed because short notice Is given for the production changes required. 

Harvey Beck manages a team of three employees who rotate on a shift roster, 
including full-time and part-time workers. Between them, they plan the workload for 
the production department and prepare stock checklists to ensure work takes place 
continuously between shifts. 
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TEST your understanding 


Scenario one 


1 What management style will Peter adopt with the 
CEO and Kim Laffin? Give reasons for your answer. 
How could communication between Peter and Kim 
be improved? 


Scenario two 


2 What management style should Peter adopt when 
meeting with his staff? Give reasons for your 
answer. 


EXTEND your understanding 


Scenario three 


3 Explain what management style you might expect 
Harvey Beck to adopt for each relationship. Give 
reasons for your answer. 




















4 The following scenarios illustrate different 
management styles. Working in groups of three 
or four, determine what style is being used. Also 
discuss whether it is correct for the situation or 
whether a different style would work better. 


A A manager is leading a team of research scientists 
working on new ways to use plastic. Although 
the team discusses the merits of each idea and 
project, she retains the final decision-making 
authority. 


B A new supervisor has just been put in charge 
of the production line. He immediately starts by 
telling the crew what changes need to be made. 
When some suggestions are made, he tells the 
crew he does not have time to consider them. 


C A construction crew has worked together for 
the past four years with little changeover in 
personnel. They always vote whenever a decision 
has to be made on how to proceed with the 
project. 


D The manager of an electronics manufacturing 
department starts every day by telling the 
15 employees what has to be done and how to 
do it. 


E An inspection line has no supervisor. The 
employees are expected to have the correct 
staffing, procedures and expertise on each shift 
to ensure no defective parts get past them. 


F There are seven people on a special project 
team, and each individual is from a different 
department. Although a leader was elected, for 
a decision to pass it must have the approval of 
each individual. 


G Asmall department performs the same functions 
every day. To get information out to staff, the 
supervisor sends it by email or voicemail; rarely is 
a meeting called. 


H An employee is not wearing the correct safety 
equipment. The supervisor tells him very sternly 
never to do that again and notes It in his log. 


| A project is running late. The manager decides on 
a course of action to recover the lost time. 


J A manager is working on the budget. He is told 
to get an important project running immediately. 
He calls his staff together and explains the 
project. He then tells them to get it up and going 
while he completes the budget. 
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Management skills — communication, delegation, 





n negotiation and teamwork 





KEY CONCEPTS 


DID YOU KNOW? 


‘Effective leaders can communicate 
with their staff — they are able 

to reach agreements with them 
not only about their tasks but also 
about the amount of direction 

and support they will need to 
accomplish these tasks. These three 
Skills — flexibility, diagnosis and 
contracting — are the three most 
important skills managers can use 
to motivate better performance on 
the part of the people with whom 
they work.’ 


K Blanchard, P Zigarmi and D Zigarmi 1986, 
Leadership and the one minute manager, 
Collins, London. 
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If you have a skill it means that you have the ability to complete a task effectively. 
In general, effective managers are those who: 

e possess a range of specific management skills 

e can use these skills in a number of managerial roles. 

Normally, no manager is required to use all these skills constantly. What is 
important is that these skills must be available when they are needed. Research 
from 1995, documented in Enterprising nation: renewing Australia’s managers to meet 
the challenges of the Asia—Pacific century (known as the Karpin Report), provided 
some insight into the skills that managers need to carry out their work more effec- 
tively. To identify ideal management skills and characteristics, the authors of the 
Karpin Report interviewed a number of Australian management experts. 

The Karpin Report suggested that managers need better ‘people’ or ‘soft’ skills, 
including communication, delegation and negotiation. We will look at these skills, 
as well as some of the other skills which the report identified: teamwork, problem 
solving and decision making, time management, stress management and emotional 
intelligence. 

The report said that these skills are needed so that managers can organise and 
motivate staff to effectively work towards objectives. In 2003, the Australian Insti- 
tute of Management published Management development practice in Australia, a 
study confirming beliefs that Australian managers were developing new skills and 
that Australian organisations were changing. 





In 2005, Innovation & Business Skills Australia (IBSA) commissioned the 
Boston Consulting Group (BCG) to undertake a study into how the role of Aus- 
tralia’ senior managers is likely to change between then and 2020. Their report, 
2020 vision: The manager of the 21st century, identifies the skills and attributes that 
will be needed to respond to those changes. The report says that the trend away 
from traditional ‘command and control’ forms of management towards more team- 
based, consultative management styles will continue. 





Communication 


Communication is the transfer of information from a sender to a receiver. Com- 
munication can occur both within and outside the organisation. Managers use 
communication skills when explaining a vision or changes that are occurring, or 
when letting staff know what is expected of them. A manager may also need to 
answer questions from staff when introducing a new policy, or listen to feedback 
from other stakeholders. Communication is fundamental to almost everything that 
occurs in an organisation. Effective communication — clear, articulate and concise 
— assists with the maintenance of relationships. 

Communication can be non-verbal (body language, visual) or through the use of 
words (in written form or orally). Written communication includes letters, memos, 
emails, reports and text. Oral communication in the business world includes meet- 
ings, one-on-one conversations and conferences. The method of communication 
chosen will depend on the audience; that is, whether management is communi- 
cating with employees, suppliers or shareholders. 


Delegation 


Delegation occurs when the authority and responsibility to carry out specific 
activities is transferred from a manager to an employee. The manager delegating 
the task remains accountable for the outcome of the delegated work but allows the 
employee or employees to make their own decisions. Clear communication must 
be used when passing on instructions about what needs to be done. 

Delegation is an appropriate skill to use in order to manage time effectively and 
to enable staff to learn new skills. It can lead to fresh ideas and an improvement in 
employee motivation. A manager would need to be wary of delegating major projects 
to staff, or executive responsibilities such as strategic planning. Providing support to 
employees, setting deadlines and evaluating the task when completed would reduce 
the risk of the delegated assignment not being completed adequately. 


Negotiation 


Negotiation occurs when two parties enter 

into discussions which are intended to resolve a 

dispute or to produce an agreement on a course 

of action. The outcome should be satisfying to 

both sides. Managers, for example, use nego- 

tiation skills when they meet with customers to 

finalise a sale or with employees to determine 

workplace conditions. 
When negotiating, managers should: 

e try to put themselves in the shoes of the 
other party 

e encourage the discussion of each side's 
perceptions 

e allow the other party to participate in 
the process so that they feel involved 

e listen actively and acknowledge what is 
being said 

e speak clearly and purposefully 

e build a working relationship with the 
other party. 
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Communication involves the ability to 
transfer information from a sender to a 
receiver, and to listen to feedback. 


Delegation is the transfer of authority 
and responsibility from a manager 

to an employee to carry out specific 
activities. 


Negotiation skills involve the ability 
to resolve a dispute or to produce a 
Satisfactory agreement on a course of 
action. 


Rupert Murdoch, chairman and 
managing director of News 
Corporation, is known for his 
negotiation skills, in both the 
business world and the political 
arena. 
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2.9 Management skills — communication, delegation, negotiation and teamwork 





Teamwork 


The traditional hierarchical structure of many businesses 
is disappearing. Layers of management are being removed 
and replaced by work teams, resulting in ‘flattened’ man- 
agement structures. These self-directed work teams alter 
some of the traditional roles of management. One obvious 
change is that managers have to work more closely with 
people over whom they have no apparent authority. They 
are required to adopt a team approach, negotiating con- 
sensus decisions rather than imposing demands. 






Managers require a 
good understanding of 
team/group dynamics. 


To empower employees is to include The role of managers is changing from controller to facilitator. Without being 
them fully in the decision-making able to impose their authority, managers have to achieve their aims by balancing 
process, provide them with autonomy, — the needs of the team with those of the business. This can be accomplished by 


and give them the necessary trust, 
training and development, and reward 
to enable them to work as a team. 


the manager attempting to understand the views of others, handling disagreements 
honestly and directly, and persuading others to adopt new ideas. Above all else, the 
manager must build a sense of trust, teamwork’ key ingredient. 

Team/group dynamics are the Now that teams are becoming the basic building block of many businesses, effec- 
interaction of individuals within teams/ tiye teamwork has the potential to empower employees and transform managers. 
re To achieve it, managers need a good understanding of team/group dynamics — 
that is, the interaction of individuals within teams or groups. 


TEST your understanding 


1 Outline what reports on management from the last 10 years have said about the skills that Australian 
managers will need to develop. 

2 Draw a table similar to the one following to summarise details of the management skills in this section. The 
first entry has been completed for you. 


Application to the 
Definition Characteristics workplace 


Communication | The ability to Communication can be in words (written Managers use It to 
transfer information | — such as letters, memos, emails, reports explain a vision, to 
trom a sender to and text, or oral — such as meetings, one- instigate change, to let 
a receiver, and to on-one conversations and conferences). Staff know expectations, 
listen to feedback Communication can be non-verbal — such to answer questions and 
as body language or visual cues. to listen. 


3 Explain how each of the skills in this section would be used if a manager decided to select an autocratic 
management style. 

4 Explain how each of the skills in this section would be used if a manager decided to select a participative 
management style. 


APPLY your understanding 


5 When Josh, the human resources manager, arrived at his office, the first thing he did was check his email. 
He was reminded that he had an early appointment with representatives from the union. The purpose of the 
meeting was to discuss work conditions and pay for the warehouse staff. After coming to an agreement, 
Josh decided that it would be appropriate to establish some teams to look at the issue of work safety. 
He began to seek employees who would be able to lead each of the teams and report back to him with 
solutions to the high numbers of workplace accidents which were occurring recently. 
What skills is Josh using? In what way is he using each of those skills? 
Use the Communication Skills Test weblink in your eBookPLUS to take the test. What were your / = 
results? Do you think this is accurate? How could you improve your communication? How competent | T 
do you think you are with the other skills in this section? f 
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2 | Management skills — problem solving, decision making, 
© 


time and stress management, emotional intelligence 





> KEY CONCEPT Managers must also be able to solve problems, make decisions, 
manage their time and stress levels, and use emotional intelligence. 


Problem solving 


When confronted with a problem, many of us search for an answer, jump at the 
first workable solution and move on. Management requires a more systematic 
problem-solving process when confronted with difficult and unfamiliar situations. 


Problem solving means finding and then implementing a course of action to Problem solving is a broad set of 


correct an unworkable situation. Although managers have to deal with many prob- activities involved in searching for, 
lems in the course of a day, not all problems require such a systematic, formal identifying and then implementing 


process. One of the most important skills a manager can develop is the ability to a course of action to correct an 
unworkable situation. 


decide which problem they should give their full attention. 

There are six steps in a typical problem-solving process (see the diagram). 
The first step is to clearly identify what the problem is and what has caused it. 
The problem might be an industrial dispute or a need to develop a more socially 
responsible organisation. All of the facts and information that are relevant to the 
problem must be gathered. Some methods to use might be simply talking to people 
or completing questionnaires or surveys. 

Management will need to develop alternative solutions so that the problem 
can be solved with an open mind. A list of possible solutions should be made, 
including the seemingly ridiculous ones. After analysing each of the alternatives for 
their advantages and disadvantages, the best option should be chosen. The solution 
to the problem will then be implemented and subsequently evaluated. If the solu- 
tion does not work, the process would have to start again. 














A problem-solving process 





Lie SC 


Problem solving involves finding and choosing a course of action to correct or improve 
a situation. 
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2.10 Management skills — problem solving, decision making, time and stress management, 
emotional intelligence 





Decision making 


a — The task of solving problems will obviously require making some decisions. 
Decision making is the process of - ki dentifyi Jab] E 
dentita the options avalabieand Decision making means identifying available options and then choosing one course 
then choosing 3 specific course of of action from the alternatives. 
action. Effective decision making involves being able to make decisions within a par- 
ticular time frame. It also requires a manager to adequately assess the risk involved 
if the decision is implemented. 


Time management 


We only have 24 hours in any one day, so we all need to make careful decisions 
Time management involves the ability about how we spend our time. Time management includes prioritising tasks and 
to prioritise tasks, set deadlines, review setting deadlines for their completion. Prioritising allows a manager to deal with 
progress and delegate. what is urgent first, leaving other tasks until later. Time management also involves 
~ reviewing how certain tasks are progressing. 


C Stress management 


F~ 


W D 





In 1986, NASA management had 
to decide whether to launch the 
space shuttle Challenger even 
though temperatures at the launch 
site had fallen below the levels 
normally required for a safe launch. 
Lower level engineers expressed 
their concerns. However, top-level 
NASA managers decided to go 
ahead with the launch, a decision 
that resulted in the deaths of all 
the astronauts on board. 


dæ 


Watch who you're looking at! Many zoo 
keepers employ stress management techniques 
to keep gorillas calm. Classical music is 
sometimes used to drown out the noise of 
visitors, and better designed enclosures allow 
gorillas to take a break from prying eyes. 


=- e — 
` ari 
ht F 
Sy ae l os 
ae eo -n a al 
¥ Í af a ier oer + 7 
eae e e 
- 5 
as 





Stress management involves the St | ca T aa b P A T, 
ability to manage the levels of stress ress is a normal part otf our everyday lives and it can be used to motivate us. loo 


that develop in employees. much stress, however, can be unhealthy and prevent employees from performing at 
their best. Stress management is all about managing the levels of stress that develop 
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in employees while they are working. There are many causes of stress — referred to as 
‘stressors’ — such as working long hours, dealing with new technology, fear of losing 
a job and frustration with poor organisational systems and processes. ‘Stressors’ can 
also be external to the organisation, including family problems. High levels of stress 
are likely to cause poor performance, absenteeism and health problems. 

Managers use stress management skills when they introduce strategies to help 
staff cope with or change stressful work environments. Levels of stress in the work- 
place can be reduced through better time management or delegation of tasks, and 
by introducing flexible work arrangements or providing compulsory leave. Man- 
agers can also provide staff with activities to reduce stress, such as exercise and 
social get-togethers. 


Emotional intelligence 


Emotional intelligence, or emotional intelligence quotient (EQ), refers to the 
ability to identify, assess and manage the emotions of yourself and others, including 
groups of people. It is a relatively new management skill but one which is growing 
in importance in effectively managing an organisation. A manager using the skill 
of EQ uses clear communication when working with staff, and is sensitive to their 
needs, not threatening. Emotional intelligence can be used to inspire and influ- 
ence staff while overcoming conflict. A workplace can be created in which people 
respect each other and work well together. 


The relationship between 
management styles and skills 


Management styles and skills are closely related. The type of management style 
that a manager selects will determine the range and degree of skills they use. For 
example, if a manager assesses a situation and chooses to use a participative style, 
then clear communication, delegation, negotiation and teamwork skills will be 
important. An autocratic manager would use communication and decision-making 
skills, but use them very differently. 


TEST your understanding 


1 Draw a table similar to the one following to 


Emotional intelligence is the skill of 
identifying, assessing and managing 
the emotions of self and others. 


DID YOU KNOW? 


‘What really matters for success, 
character, happiness and lifelong 
achievements Is a definite set of 
emotional skills — your EQ — not 
just purely cognitive abilities that 
are measured by conventional IQ 
tests,’ 





Daniel Goleman, PhD 
O: 


APPLY your understanding 


5 In groups of three or four, select a management 


summarise details of the management skills in this 
section. 


Application 
to the 
Skill Definition Characteristics | workplace 


2 Explain how each of the skills in this section would 
be used if a manager decided to select an autocratic 
management style. 

Explain how each of the skills in this section 

would be used If a manager decided to select a 
participative management style. 

In your own words, outline the relationship between 
management styles and skills. 
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Skill. Explain the skill to the class using a PowerPoint 
presentation, a report or in the form of a lesson. 
Include a definition of the skill, its characteristics and 
application to the workplace. 

Form groups of three or four. Imagine that you 

are members of the board for a large electronics 
manufacturer. Your company employs 1000 staff and 
earns annual revenue of $1 billion. Your company has 
been facing increasing competition, and sales and 
profits have been decreasing over the last few years. 
You need to hire a new CEO for the company. In your 
group, list the skills you would require. What type of 
personality and management style would you hope 
to find for your company? Compare your response 

to that of other groups in the class. Were there 
similarities or differences? Why might this be so? 
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© She is considered to 
be a great leader by 
her staff.’ 


Pd g 








Choco management c= 





Jack has been the general manager of Nars Chocolates 
tor only six months. He had previously worked for a 
company with serious financial and staffing problems. 
From that experience he concluded that it is best to be 
very firm with staff in order to get results. 

Jack's recent behaviour has prompted staff to 
consider leaving. He shows very little interest in the 
needs of individuals, or their concerns. He severely 
criticised the work of the marketing manager at a 
planning meeting last week. ‘Carly, | just don’t think 
you have all the facts here,’ Jack said. ‘Firstly, from 
what | can see, you've done a poor job. And secondly, 
the rest of you people will need some clear guidelines 
or you will all be producing the sort of rubbish that 
Carly has presented.’ 

Some time later, two managers were discussing 
the deteriorating workplace conditions over a cup of 
coffee. ‘Can you believe the way that Jack treated Carly 
in the meeting last week?’ complained Josh. ‘Carly is a 
great manager, she listens to her staff and encourages 
her team to work with her to make decisions.’ 

‘And she was totally embarrassed by Jack’s comments because the new chocolate 
bar project her team is working on is still in its developmental stages,’ said Mai. f ; 

‘| heard him telling off Khalid last week for expressing an idea,’ said Josh. ‘He e. he S treating US 
told him that he’s the boss, and if he wanted opinions, he certainly wouldn't ask a i 1 i 
subordinate for them. Mai, he’s treating us like we're kids. But we're experienced like we re kids. 
professionals.’ 

‘| agree,’ said Mai. ‘It won't be long before l'm out of this place!’ 


TEST your understanding EXTEND your understanding 

1 What management style is Jan Dvorak using? What 7 Match the two extreme styles with the skills below 
are the characteristics of this style? and then explain why you think each skill matches 

2 What management style is Jack using? What are the up with that style: 


characteristics of this style? Compare this style to the 
one being used by Carly. 

3 Are these the best styles to use in each of these 
situations or should any of the managers reconsider? 


Communication 


Justify your answer. i Delegation 
Autocratic 
4 Identify and explain two management skills that Negotiation 
could be used by Jan Dvorak to develop the 
corporate culture. Teamwork 


5 Identify and explain two management skills that Jack 
could use to improve the workplace conditions at 
Nars Chocolates. 

6 Explain and apply a problem-solving process that 
could be used either to develop the corporate 
culture at City Health, or at Nars for the new 
chocolate bar project. 


Problem solving 
Decision making 
Participative Time management 
Stress management 


Emotional intelligence 





8 Explain how the choice of management style will 
affect the way in which the skills are used. 
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9 | Ethical and socially responsible management of the 
® 


internal environment 





— KEY CONCEPT Ethical and socially responsible management of the internal 
environment has many implications for the organisation. 


Management ethics are the 
application of moral standards to 
management behaviour. 


DID YOU KNOW? 


Without the commitment of an 
organisation's senior managers, 
including the board of directors, a 
program for ethical responsibility 
will fail. If senior management pay 
only lip service to the organisation's 
code of conduct, then such 
behaviour ‘sets the tone’ (one of 
noncompliance) and will serve as a 


guide for other employees. 
O 





Ethics involve the study of moral issues and choices. They are concerned not with 
legal obligations but with what is morally right or wrong — and all the shades of 
grey in between. In many decisions involving ethical questions, it is sometimes dif- 
ficult to definitively say what is ‘right’ and what is ‘wrong’, as it often depends on 
the circumstances surrounding the situation. Management ethics refers to moral 
standards as applied to management behaviour. 

Like individuals, organisations are frequently confronted with ethical dilemmas. 
What does an organisation do: 

e with a loyal, long-serving employee who cannot adapt to new technology? 

e with confidential information about a competitors pricing policy that a dis- 
gruntled employee leaked? 

e when it is asked for a cash payment to help hasten a decision about a tender 
contract? 

e when a competitor engages in unethical business tactics that allows it to offer a 
cheaper product? 

e when it outlines a promotion plan for an employee but later is unable to follow 
through with the plan? 

These are just a few of the ethical challenges that confront managers. How man- 
agers respond to these situations will have long-lasting consequences to the image 
and reputation of the organisation, as well as the behaviour of employees. It is 
important for managers to act ethically so employees perceive the importance of 
ethical considerations. Much of the evidence that ‘good ethics is good business’ is 
anecdotal. However, when James Burke, the former head of US company Johnson 
& Johnson, looked at the performance of a select group of companies committed 
to best ethical practice, he found that their stock value had increased by 11.3 per 
cent over a 40-year period. Over the same period, all other stocks increased in 
value by only 6.2 per cent on average. 


Ethical issues 


Within the business world, the following ethical issues regularly occur. 


Fairness and honesty 


Managers must obviously obey all laws and regulations. As well, society expects 
managers to tell the truth and avoid using misleading or deceptive information. 
Employees expect to be dealt with honestly and fairly. If, for example, an organ- 
isation promises a promotion to an employee, then the organisation should honour 
this commitment to the employee (except in exceptional circumstances). 


Respect for people 


If managers treat their staff with respect, then you would also expect employees to 
act ethically. 

Occasionally, an organisation may become aware of an unethical practice of 
an employee. This can place the business in a difficult position, especially if the 
employee is important to the successful operation of the business. At other times, 
an employee may be placed in a difficult ethical position by other employees — 
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for example, when older employees decide to play a 
practical joke on a young apprentice. Sometimes, these 
‘practical jokes’ get out of hand and may develop into a 
serious harassment or negligence case. 


Conflict of interest 


Conflict of interest occurs when a person takes advan- 
tage of a situation or piece of information for his or her 
own gain rather than for the employer's interest. Such 
conflicts can often occur when gifts or payments are 
offered. There is a fine line between what is regarded as 
a gift and what may become a bribe. Corruption under- 
mines the integrity of the business and, if unchecked, 
infiltrates the workplace culture. 

Once a pattern of corruption takes hold and is seen to be acceptable behaviour, 
it quickly becomes entrenched within the organisation. Changing the attitudes and 
practices of individuals within such an organisation is extremely difficult. What start 
off as small incidents to which most people turn a blind eye may soon develop into 
corruption on a grand scale. When such corrupt practices are eventually exposed, 
the organisation’s image will be severely damaged. 


Financial management 


Organisations have ethical and legal responsibilities in relation to financial manage- 
ment. In recent years, unethical practices have been highlighted and increasingly 
questioned. There are growing calls for codes of behaviour to regulate the activities 
of organisations in relation to financial management. 

It is generally accepted that financial management decisions must reflect the 
objectives of an organisation and the interests of shareholders. An area in which 
ethical considerations are important is the valuing of assets. 

In preparing budgets, a business estimates its expenditures and revenues. The 
common practice of overestimating expenditures and understating revenue to allow 
for unexpected and uncertain events is an ethical issue for an organisation. 

All financial records should be regularly audited. Internal and external audits 
assist in guarding against unnecessary waste, inefficient use of resources, misuse of 
funds, fraud and theft. 


Encouraging ethical 
organisational behaviour 


It is not always easy to maintain a consistently high degree of ethical behaviour in 
the real world. Employees who want to act ethically sometimes find it difficult to 
do so, especially if unethical practices are ingrained into the workplace culture. 

One strategy that can be implemented to encourage ethical behaviour is to 
devise a corporate code of conduct. This is a set of ethical standards for managers 
and employees. 

Many organisations now document and distribute their codes of conduct or 
core values, to provide internal stakeholders with ethical guidelines for workplace 
behaviour and practices. Training may be given to employees to ensure they under- 
stand the values of the organisation. Most organisations also establish formal pro- 
ceedings for reporting unethical behaviour in the workplace. 
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An ethical workplace will 
lead to a business having an 
ethical image. 





DID YOU KNOW? 


A business might express its 

core values with the following 

statements: 

e We show respect for the law and 
perform our roles accordingly. 

e We conduct ourselves with 
integrity and act in a fair and 
honest manner. 

e We value people and show them 
respect. 

e We use the funds and assets of 
the company responsibly and in 
its best interests, 

e We are accountable for our own 


actions and their consequences. 
O 


An audit is an independent check of 
the accuracy of financial records and 
accounting procedures. 


A corporate code of conduct is a set 
of ethical standards for managers and 
employees to uphold. 
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2.11 Ethical and socially responsible management of the internal environment 





Social responsibility is the awareness 


of an organisation’s management of 
the social, environmental, political and 
human consequences of Its action. 


DID YOU KNOW? 32 


Increasingly, shareholders are 
starting to question decisions 
made by directors about the 
business's environmental 
performance, and to raise ethical 
and social concerns. 

In Australia, corporations 
law now makes it compulsory 
for companies to provide more 
details about their environmental 
activities. Environmental reporting 
is gradually becoming a more 
widely recognised practice. 

Presently, five million Australians 
own shares. These shareholders 
have instant access to vast 
amounts of information about 
companies. The result has been the 
development of new shareholder 
groups, many of which focus their 
attention on environmental and 
ethical issues. 

Below are some examples of the 
growing influence of shareholder 
groups: 

e Boral Limited was the first 
Australian company to allow 
a ‘green’ shareholder group 

to address an annual general 

meeting about the company's 

woodchipping operations. 

e Amcor, Australia’s largest 
paper manufacturer, had two 
petitions presented at an annual 
general meeting concerning the 
company’s use of wood from 


native forests. 
O: 





Social responsibility refers to an organisations management of the social, environ- 
mental, political and human consequences of its actions. A socially responsible 
business will attempt to achieve two goals simultaneously: expanding the business 
as well as providing for the greater good of society. It is a recognition that business 
activities have an impact on society; as such, businesses need to give careful con- 
sideration to their actions. The central theme is ‘above and beyond’ making a profit 
and obeying the law. 

Social responsibility is good business — customers eventually find out which 
businesses are acting responsibly and which are not. Customers can react and stop 
purchasing an organisation’s product if they learn that the business is exploiting 
employees, accepting bribes or polluting the environment. At the same time, 
customers reward socially responsible organisations by purchasing more of their 
products. Obviously, socially responsible behaviour costs money in the short term 
but in the long run turns out to be in the company’s best interest. 

Google is an example of an ethical and socially responsible organisation. It 
encourages staff to be involved in charitable efforts of all kinds and routinely com- 
municates the importance of ethics to its employees. Google’ code of conduct 
covers respect for each other, conflict of interest, financial integrity and responsi- 
bility, confidentiality and obeying the law. 





Google was named one of the world’s most ethical companies in 2008 by Ethisphere, 
a think-tank dedicated to research and promotion of profitable best practice in global 
governance, business ethics, compliance and corporate responsibility. 





The evolution of the concept of social 
responsibility in Australia 


In the past 70 years, society's attitudes towards business operations have changed. 
Today, society is more informed and better educated, resulting in higher expectations 
of business practices and a greater awareness of the social responsibility of business. 
Employees demand improved working conditions, consumers want reliable, safe 
products and conservationists desire careful consideration be given to our delicate 
natural environment. These groups demand that businesses be held accountable 
and responsible for their actions. In addition, government involvement in the 
economy has increased, with legislation being passed that directly influences 
business behaviour. Business owners must account for all these competing interests, 
which add to the pressures businesses already face. Those businesses who fail to 
meet such challenges, however, will ultimately suffer. 


The social audit 


How can an organisation assess its progress towards filling its social responsibility 
to society? One method that many businesses use is to conduct a social audit. 
This is a report that details what an organisation has done, and continues to do, to 
address the social issues that are relevant to it. The social audit assesses how the 
organisation’ practices and operations affect society and the environment. Similar 
to the way in which a school report card indicates the academic progress of a stu- 
dent, the social audit measures the success or failure of the organisation in fulfilling 
its social responsibilities. 

Companies such as The Body Shop and IBM Australia have produced social 
audits. IBM Australia shares its social audit results with suppliers to ensure that 
they are complying with IBM's code of conduct. 


TEST your understanding 


1 What do you believe is the most ethical way in 





DID YOU KNOW? 


The Body Shop has actively pursued 
socially responsible business 
practices. This transnational 
business is a global operation 
with franchisees running their 
own businesses, and thousands 
of employees working towards 
common objectives. 

Social responsibility has set 
The Body Shop apart from similar 
businesses selling body care 


products and cosmetics. 
O: 


— 


A social audit is a report of what an 
organisation has done, and Is doing, 
with regard to social issues. 


APPLY your understanding 


6 Justify why you agree or disagree with the following 


which to behave in the following situations? 

(a) A disgruntled employee from your main 
competitor offers to provide you with 
confidential information about that business's 
marketing strategy. Would you accept such 
information? Give reasons for your answer. 

(b) An employee is suspected of misusing the 
organisation’s Internet facilities. However, 
the employee is the best salesperson in the 
organisation, generating thousands of dollars 
worth of sales each year. What should happen to 
the employee? Compare your answer with that 
of other class members. Discuss any similarities 
or differences. 

Construct a mind map summary outlining the four 

main ethical issues in the internal environment faced 

by managers. 

What is required for a code of ethics to work 

successfully? 

Suggest why fulfilling social responsibilities could be 

good for an organisation. 

Suggest arguments against increasing ethical and 

socially responsible management of organisations. 
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statements: 

(a) Social responsibilities are another unwelcome 
constraint on business. 

(b) Unethical behaviour of senior management soon 
becomes the standard adopted by all employees. 

(c) Enlightened organisations are keen to adopt 
social responsibilities for purely altruistic reasons. 

(d) It is not socially responsible for alcohol 
companies to sponsor sporting events. 

In groups of four or five, research and report on a 

social issue confronting an organisation. You may 

wish to either prepare a PowerPoint presentation or 

use a word-processing package for your report. 

(a) Outline the issue. 

(b) How has the organisation reacted to the 
situation? 

(c) What indicators would you use to determine the 
success or failure of the organisation's response 
to the situation? 
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APPLY YOUR SKILLS: Ethical and socially responsible 


management of banks 





accurately use relevant management terms 

research aspects of the internal environment of large-scale organisations using 
print and online sources 

analyse business information and data 

analyse major aspects of the internal environment of large-scale organisations. 


ANZ blasted for bankrolling ‘dirty’ mine 





The ANZ ignored warnings that a mine it financed in the Philippines had 
contaminated local waterways and crippled communities dependent on fishing for 
their livelihoods, a damning report claims. 

International aid agency Oxfam said ANZ continued to financially back the 
mine despite becoming a signatory in 2006 to the Equator Principles which set 
international social and environmental benchmarks that guide financing decisions for 
banks. 


ey 
tan 
"g 





Cyanide leaching at Little Manly Point. Banks 
need to be careful when investing finances into 
environmentally or socially risky ventures as it 
can affect their reputation. 


When things went 
as badly wrong X K 
as they did, both — | 


: Oxfam Australia’s mining ombudsman Shanta Martin said ANZ had a responsibility 
the MINE and ANZ to critically assess the potential social and environmental risks when considering 
should have ta ken whether to lend to a mining project. 

‘When things went as badly wrong as they did, both the mine and ANZ should 
steps tO add ress the have taken steps to address the problem,’ she said. 
problem. The gold, silver, copper and zinc mine, which was owned by the now defunct 


Melbourne company Lafayette, opened in 2005. 
The report claims that soon after, two spillages of cyanide-laden waste 
contaminated local seas, killing fish and robbing islanders of their means of income. 
‘Fish vendors told the mining ombudsman they struggled to earn enough to feed 
their families and afford schooling for their children,’ the report says. 
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A fact-finding commission appointed by the Philippines president, found 
Melbourne mine owner Lafayette had engaged in ‘grossly negligent activity’. 

The company was suspended from full operations for 12 months and fined 
$258 000. 

In December last year Lafayette went into voluntary administration and was 
suspended trom the Australian Stock Exchange in 2008. The mine was sold in April. 

‘Rather than take steps to address the negative impacts of the mine, ANZ and the 
other banks that invested more than US$268 million (A$311 million) in the Rapu 
Rapu project prioritised the objective of minimising losses,’ the report says. 

‘No money was made available for environmental rehabilitation. No money was 
set aside to foster alternative livelihoods or for compensation.’ 

Oxfam has called on the ANZ to guarantee that money is available for any 
environmental damage caused by projects that they are backing, implement 


better screening practices and ensure that companies financed by the bank have a e o. keeping morale 
complaints mechanisms in place for affected communities. i . 

A spokeswoman for ANZ said the bank no longer had any involvement in the high WaS importa nt, 
mine. : 

‘Generally we believe project proponents are in the best position to engage Tully especially AMONG the 
with all stakeholders and communities and make any changes to the project to future leaders of an 
respond to concerns raised,’ she said. A n 9 

‘However, we understand our clear responsibility to support their efforts in organisation. 


applying appropriate social and environmental safeguards.’ 

The spokeswoman said that since the Rapu Rapu mine was first financed, ANZ 
had adopted the Equator Principles and finalised a mining policy which provided 
ANZ with a framework for working with clients towards best practice environmental 
protection and community engagement measures. 

‘These measures taken by ANZ will ensure the types of issues raised in Oxtam’s 
report are identified and managed by the clients as early as possible in the future,’ 
she said. 


Source: J Topsfield 2008, in The Age, 25 October. 


Banking on value of human capital 





Banks risk losing talented younger staff and future leaders by cutting too deeply 
during the economic downturn. The warning from human resources and banking 
experts comes amid forecasts that as many as 10000 jobs could be cut from 
Australia’s big banks in the next year. 

Deloitte’s national partner in charge of human capital, Lisa Barry, expects the 
liquidity crisis to recover more quickly than the labour shortage. 

‘My big message is they will need to make adjustments with the bounce back very 
much in mind,’ she said. 

While there was an opportunity to undertake ‘strategic restructuring’, It was 
important to retain key employees, she said. Cutting family-friendly programs or 
tlexible work programs in a bid to prop up the bottom line could be a long-term 
mistake, she said. 

Martin Fahy, chief executive of the Financial Services Institute of Australasia, also 
warned against deep cuts. Dr Fahy said important staff would be needed as the baby 
boomers started retiring. 

He said there were lessons from the tech-wreck at the start of the decade when 
some employers offered paid sabbaticals — a move designed to retain talented staff 
tor when conditions improved. 

Ms Barry said another risk tor banks and financial services companies was that 


(continued) 
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APPLY YOUR SKILLS: Ethical and socially responsible management of banks 


TEST your understanding 


1 


2 


Read the ANZ bank article. What was the ANZ’s 
involvement in the Lafayette mine? 

According to Oxtam ombudsman, Shanta Martin, 
what should the ANZ have done? 

Outline the consequences of the spillages at the 
Lafayette mine. 

What does the Oxfam report say that ANZ and the 
other banks should do to address negative impacts 
of projects that turn bad? 

Read ‘Banking on value of human capital’. In what 
ways can banks attempt to maintain profits? 

How ethical is it to dismiss staff when economic or 
business conditions worsen? 

What are some alternative strategies that banks 
could use, other than simply retrenching people? 


APPLY your understanding 
8 


Suggest possible implications of the following 
issues of ethics and social responsibility mentioned 
in the two articles. Use this table; the first answer 
has been completed tor you. 


Issues of ethics and social responsibility 


(a) Financing a project which pollutes the environment 


9 A mining company, Black Hill Mining, has gone to 


great lengths to develop objectives and policies 

in the area of ethical and socially responsible 
management. It does, however, currently face the 
dilemma otf installing new technology which will 
result in some staff redundancy. Write a report for 
Black Hill Mining outlining all the implications of 
managing the internal environment in an ethically 
and socially responsible manner. 

Even the best businesses get it wrong! Use the 
ANZ corporate responsibility weblink in 

your eBookPLUS to have a look at what 

ANZ has done in the area of corporate N 
responsibility. Explain whether you think ANZ is 

a socially responsible organisation or if you think 
the ‘dirty mine’ incident may have been a minor 
error. How could this impact on the ANZ’s overall 
reputation? 


Possible implications 


The environment will be damaged, people's health 
may be affected, the reputation of the business is 
affected negatively 


(b) Making money available to repair environmental damage E 


(d) Treating staff with respect when they are retrenched 
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Summary 


Different management structures 

e A management structure is the way in which an organisation arranges its staff and 
resources in order to achieve its objectives. 

e Management structures are typically hierarchical, but have evolved over time as the 
needs of LSOs have changed. 











Digital doc: 
A glossary of key terms for 


this chapter is available in 
your eBookPLUS. 


Three basic types of management structure 
e Modern management structures include the functional, divisional and matrix structure. 


e The functional structure involves grouping staff together according to the tasks they 
perform (such as finance and human resources). The divisional structure groups staff 
together based on divisions (such as products or geography). The matrix structure groups 
Staff into teams which work on specific projects. 


Corporate culture and its development 

e All LSOs have their own corporate culture — the values and beliefs of the people in an 
organisation. 

e A corporate culture consists of the values or beliefs shared by employees, the symbols 
which are important to the organisation, the rituals of the organisation (such as social 
gatherings and celebrations) and the degree of staff participation in the organisation. 

e A manager must understand an organisation's culture and how it can be maintained or 
developed. 


Key management roles 
e The key management roles are planning, organising, leading and controlling (POLC). 
e These are the things that managers do to achieve the objectives of the organisation. 


e Planning is the process of setting objectives and deciding on the methods to achieve 
them. Organising is the process of arranging resources and tasks to achieve the 
objectives. Leading is the process of influencing or motivating people to work towards 
the achievement of the organisation’s objectives. Controlling is the process of evaluating 
performance and taking corrective action to ensure that the set objectives are being 
achieved. 


Policy development and its application 


e Policies and procedures must be developed and implemented to establish and 
communicate basic expectations about behaviour, conduct and decision making. 


e A policy is a set of broad guidelines to be followed by employees when making 
decisions. 


e Policies should be reviewed regularly and changed If necessary, using a policy 
development process. 


Management styles 


e Management styles are the ways managers work with and through other people to 
achieve the objectives of the organisation. The main management styles are autocratic, 
persuasive, consultative, participative and laissez-faire. 

e The management style chosen by a manager will be influenced by the manager's 
personality, background, values, beliefs and skills; the personalities, backgrounds, 
values, beliefs and skills of staff; the situation itself; and constraints, including time and 
resources. 


Management skills 
e All managers use skills as they seek to achieve the objectives of the organisation. 


e Some of the main management skills are communication, delegation, negotiation, 
teamwork, problem solving and decision making, time management, stress management 
and emotional intelligence. 


e Different management styles rely on different management skills to varying degrees. 
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Test your knowledge of key 
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Ethical and socially responsible management of the internal environment 


Ethical and socially responsible management of the internal environment has many 


implications for the organisation. 


Ethical and socially responsible management will affect the image and reputation of the 


organisation. A corporate code of conduct will need to be produced to guide ethical 
behaviour. Organisations must not exploit staff, pollute the environment or accept 
bribes. 


Introducing ethical and socially responsible management can cost money in the short 


term but will result in consumers purchasing more products or services in the long term. 


Review questions 
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22 
23 


TEST your understanding 


Define management structure. 

Outline the main characteristics of a hierarchical management structure. 
Explain the purpose of a management structure. 

Outline the three main types of management structure. 

Define corporate culture. 

Why is it important for a manager to understand an organisation's corporate culture? 
What factors will indicate the type of culture an organisation has? 
Identify and explain the four management roles. 

Explain the difference between the three levels of planning. 

Outline the steps involved in a planning process. 

Explain the difference between management and leading. 

Define ‘policy’. 

Why are policies important? 

Outline a typical process for developing a new policy. 

Explain the main features of each of the management styles. 


Outline the factors a manager will need to consider when choosing an appropriate 
management style. 


Define each of the management skills and then list their main features. 

Explain how the management skills relate to the management styles. 

Define ‘management ethics’. 

Define ‘social responsibility’. 

List the four main ethical issues that managers will face when managing the internal 
environment. 

What is a code of conduct? 

What Is a social audit? 


APPLY your understanding 


24 Which structure would suit the following situations? 


Situation SAATAN 


A business which needs to divide tasks into 
projects 

A business which groups tasks and people 
according to their location 

A business which groups people together 
according to the tasks they perform 


A business which groups jobs and people 
based on products 


Corporate management 








25 Outline the roles of any manager, explaining what each of those roles will involve. 


26 Compare and contrast the characteristics of the various management styles by 
completing the following table. 


Management style Main feature Communication Decision making 


Autocratic Do it the way | tell 
you 
Persuasive One-way, top 
down 


Staff and managers 
work together 


27 In which situations would the autocratic style be best? In which situations would the 
participative style be best? 

28 Complete the following table. List any skills that you think could be used to achieve the 
business objectives, as well as how they could be used. The first entry has been started 
for you. 


Participative 





Laissez-faire 


Business objective SLAE 


Improve the culture of Communication Explain to staff the changes 
an organisation which will take place. 


Problem solving Use the problem-solving steps 
to work out what problems are 
preventing the culture from 
improving. 


Successfully merge with 
another company 


Improve social 
responsibility 


Improve staff 
satisfaction 





29 |f a business wanted to introduce a new workplace policy, what skills would best be 
suited to making sure that the policy was successfully implemented? Explain your 
answer. 

30 Outline the implications of managing the internal environment in an ethical and 
socially responsible manner. 
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Exam questions 


94 


Question 1 (VCAA Business Management exam 2007, question 1) 


Staff turnover at White Sands, a major Queensland resort island, has been cut dramatically because of 
innovative personnel strategies. These strategies were introduced by Wendy Howard, Human Resource 
Manager. The Queensland Airlines Company operates White Sands which is located near the Great 
Barrier Reef. In May 2007, the Chief Executive Officer conducted a SWOT (strengths, weaknesses, 
opportunities and threats) analysis that resulted in the introduction of a decentralised management 
structure that encouraged greater staff participation. 


Subsequently, Wendy conducted a training needs analysis that resulted in an induction program modelled 
on her observations of best practice companies. She also introduced a new training policy for existing 
staff. The new training policy encouraged multiskilling so staff could swap positions and transfer between 
departments. Wendy also introduced regular performance appraisals. She generated commitment and 
loyalty in her workforce by only recruiting people with long-term career aspirations at the resort. 


c. Discuss the benefits of conducting a SWOT analysis. Use two examples from the White Sands 
case study to illustrate your answer. 
4 marks 


Question 2 (VCAA Business Management exam 2007, question 3) 


Pacific Paint 
Memorandum 
Date: 29 August 2007 
To: Jerome Jones (Operations Manager) 
From: Magnus Larsen (CEO) 


Topic: High wastage and inappropriate disposal of materials 


Urgent Message: 


It has come to my attention that your department has caused significant spillage of oil and paint over 
the past 6 months. Traces of this oil and paint have been found in the city’s waterways and the Water 
Board is considering prosecution. 


The local community is threatening to boycott our products and encourage our international 
customers to do likewise. 


I will come to see you on Monday at 10.00 am to hear how you will resolve this situation. 





Jerome Jones has reviewed the operational procedures and determined that manual handling errors are 
to blame for the spillage of oil and paint. He believes that introducing new technology will eliminate this 
problem. This will lead to the redundancy of 15 staff. 


Jerome has decided to adopt an autocratic management style. 


a. i. Explain the characteristics of an autocratic management style. 


ii. Justify Jerome Jones’ use of an autocratic management style in this situation. 
2+2=4 marks 


b. Identify and explain two management skills that Jerome Jones could use and discuss how 
these skills would assist him in his current situation. 
4 marks 
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Question 3 (VCAA Business Management exam 2006, question 1) 


Southern Furniture Ltd’s mission statement reads 


Southern Furniture Ltd is a leader in the manufacturing of household furniture. Our mission is to meet 
customer needs with the highest quality products and services. This will support the profitability and the 
growth expectations of our shareholders. We care about the future of our environment and we support 
programs that protect communities. 


The CEO, Mr Gomm, and his senior managers have developed a strategic plan for the next five years. The 
intention of this plan is to inform all staff within the organisation that changes have to be made. 

The strategic plan includes the following objectives: 

e increase market share by 25% in China (an identified growth area) 

e reduce materials waste by 5% per year 

e achieve and maintain ISO 9000 accreditation 

e increase productivity by 8% through the use of new automation/technology 


In addition, Mr Gomm also announced there would be a review of the current organisational structure to 
assess whether it is still appropriate. 


Mr Gomm informed Susan Wu, Human Resource Manager, that the following strategies must be put into 
action: 

e the firm will adopt enterprise bargaining agreements 

e current staff will need to be retrained to use the latest technology 


e training of staff will now be outsourced 


e. Identify and justify an appropriate organisational structure that will assist the organisation to 
achieve its strategic plan. 


2 marks 
f. Identify and explain two management skills that could be used by Mr Gomm to implement 
the strategic plan. 
4 marks 
Question 4 (VCAA Business Management exam 2006, question 2) 


Golden Steel Ltd has experienced a large increase in the number of industrial accidents over the past year. 
This has resulted in long-term absences from the workplace of those involved and increased stress on the 
remaining workforce. The loss of the expertise and experience of permanent staff has led to a reduction in 
efficiency. Management has also been concerned about the cost of employing temporary staff to cover the 
absent staff. 


In response, Golden Steel Ltd has introduced a new policy titled “Handling and Maintenance of 
Dangerous Materials’. The Operations Manager, Jim Smart, has the responsibility of informing all staff of 
the new policy and for its overall implementation. The HR Manager, Judy Wang, has been asked to assist 
as appropriate. 


a. Identify and explain two key management roles Judy Wang could use to assist in 
implementing the new policy. 
4 marks 
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Question 5 (VCAA Business Management exam 2006, question 4) 


Nursing staff claim wages situation terminal 
Newton Morning Express — 20 October 2006 


Nursing staff at Newton Hospital are upset that their pay and conditions of employment have fallen 
considerably behind their colleagues at other hospitals and also the international benchmark. They 
are concerned that the vision of the hospital, to provide quality service, will be undermined if this 
situation is not corrected. The nurses are considering industrial action to persuade management to 
improve their pay and working conditions. 

Currently, the nurses are under the Victorian Nursing Award. They have requested that management 
negotiate an enterprise agreement, with equal representation of management and employees in the 
enterprise bargaining process. 


However, HR Management has informed the employees that they will retain the award system and 
that, in fact, their pay and conditions are well above the national average. 





b. Explain and apply a problem-solving process that could be used at Newton Hospital to resolve 
the conflict between the nurses and management. 
5 marks 


School-assessed coursework 
OUTCOME 2 


Discuss and analyse major aspects of the internal environment of large- 
scale organisations. 


ASSESSMENT task — structured questions 
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Time allowed: 80 minutes 
Marks allocated: 40 marks (the marks for each question are indicated at the end of 


each question) 


Conditions: closed book (no notes or textbooks may be used when completing 


this task) 


Fedcomm is one of Australia’s leading telecommunications companies and has its 
head office in Melbourne. Fedcomm employs 20 000 people and is listed on the 
Share market. Its vision is to meet customer needs in the simplest and best way. Its 
current management structure is based on geographic lines. These divisions were 
developed as the business grew from a small company serving customers in one 
State to the large organisation it is today. 

Fedcomm provides staff with promotion opportunities and very satisfying rewards 
tor high performance. This has encouraged strong staff loyalty. Staff members enjoy 
working at Fedcomm — It Is a fun place to be and its divisions are managed by 
people with many years of service. Staff and management relations are very strong 
and there is a good customer focus. Fedcomm has grown to be the business It is 
today by management listening to employees and customers. Staff are included in 
the decision-making processes of the organisation unconditionally. 

The CEO of Fedcomm has recently announced a new five-year strategic plan which 
includes the following objectives: 

e expand the business into Asia 
e reduce waste 





Outline the purpose of a management structure. 


Suggest a management structure which will best suit Fedcomm when it 
expands overseas and explain your choice. 


Define ‘corporate culture’. 


4 Explain two factors that indicate what the corporate culture Is like at 


Fedcomm. 


5 Define ‘strategic plan’. 


6 Define ‘leadership’ and explain why it is a key management role. 


7 Identity and explain two other key management roles that the CEO would 


need to adopt to make sure that the change at Fedcomm is successful. 


8 Identify and explain the management style currently used at Fedcomm. 


9 Outline the factors that managers at Fedcomm would consider when 


10 


1 


12 


choosing an appropriate management style. 


Identify and explain two management skills that could be used by the CEO 
to successfully introduce the changes at Fedcomm. 


Describe how two of the objectives in the strategic plan will assist Fedcomm 
to become a more socially responsible organisation. 


Explain and apply a problem-solving process that could be used at Fedcomm 
to achieve any one of the objectives. 
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CHAPTER 3 


The operations 
management tunction 





WHY IS IT IMPORTANT 


An operations system is used to transform inputs into outputs, and in a chocolate factory this means 
using labour and raw resources like cocoa beans to make chocolate. This scene is from the film 
Charlie and the chocolate factory — it’s an operations system in action! The Cadbury Schweppes 
chocolate factory in Victoria produces around 30 000 tonnes of chocolate a year. In real life the 
Cadbury factory is not quite the same as Charlie’s, but most of the entire process of chocolate making 
is automated (done by machines) — just picture huge vats of melting chocolate and caramel with lots 
of workers in white coats. When you learn about operations management in this chapter you'll be 
studying how large-scale organisations actually make their product or service and the processes they 
use to optimise production. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 


Ethical and socially responsible The operations function 
management of an operations system and its relationship to 
business objectives and 
business strategy 


Strategies adopted to optimise 
operations, including: 

e facilities design and layout 

e materials management 

e management of quality 

e extent of the use of technology 


Characteristics of operations 
management within 
large-scale manufacturing 
and service organisations 


Productivity and business 
competitiveness, their 
importance for and impact Key elements of an operations 
on the operations system system (inputs, processes and 
outputs) in different types of 
large-scale organisations 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

accurately use relevant management terms 

research aspects of operations management using print and online sources 

analyse business information and data 

apply operations management knowledge and concepts to practical and/or simulated situations 
discuss key aspects of operations management 

analyse strategies that arise through practices within operations management. 








© Operations is 

not just about 
making products or 
producing services.® 





The operations function and its relationship to business 


e8 objectives and business strategy 








KEY CONCEPTS Operations management is about producing goods and/or 
services based on business objectives. 


Large-scale manufacturing and service organisations differ in 
their operations systems. 


| Operations management is the responsibility of managers engaged to produce a 
Operations management consists | | | | | | 
afal haci anh memg good or service. It is concerned with creating, operating and controlling a trans- 
engage to produce a good or service. formational process that takes inputs from a variety of resources and produces out- 
puts of goods and services, which are needed by customers. When you buy a loaf 
of bread, for example, the bakery will have undertaken a number of processes — 
from buying the ingredients, to mixing and blending them, baking and wrapping 
the finished loaves and, finally, delivering the loaves to the retail outlets. 


oe a i 











Caroma recently spent $50 million to upgrade 
its facilities and technology and robots now 
do the majority of the work. Production takes 
place 24 hours a day, seven days a week at the 
Caroma factory in New South Wales, allowing 
the company to compete on the global market. 





The core objective of all organisations is to efficiently produce a good or service. 
Operations management is the strategy used to achieve this objective. Operations 
management, therefore, is at the heart of the success of all organisations. Pro- 
duction involves the skilful bringing together of a number of resources, such as 
finance, equipment, management, technology and people, to create finished goods 
and services through a series of operations. The nature and type of operations 
vary considerably from one type of good or service to another. However, how the 
operations management function is carried out will directly affect an organisation's 
competitive position because it will: 


DID YOU KNOW? 


Businesses can become more 
competitive by looking at their 
production processes. For example, 
the ‘better mango project’ 
identified why so many mangoes 
were arriving at retail outlets 
bruised or overripe. Better handling 
techniques and temperature 


control have recited timore e establish the level of quality of the good or service 

consistent fruit quality and better e influence the overall cost of production, given that the operations function is 

profits. responsible for the largest part of an organisation’s capital and human expenses 

a ee e determine whether sufficient products are available to satisfy consumer 
demand. 


The operations management function has a considerable influence on the quality, 
cost and availability of an organisation’s goods or services. These, in turn, have a 
direct bearing on whether the organisation achieves its other main objectives — 
specifically, to increase profitability, to increase market share, to provide a reason- 
able return for investors or to contribute to the wellbeing of the community. 





Characteristics of operations 
management within large- 
scale manufacturing and service 
organisations 


Operations management differs from other forms of organisational management in 
that it applies specifically to the management of the productive or transformational 
process. 

Coordinating this process is a management activity. It is important to note, how- 
ever, that operations managers should no longer be considered simply as engin- 
eers of a manufacturing process (production managers), as was the case before the 
1970s. Today, operations managers carry out a wide range of tasks. 


Interview with an operations manager 





Darren Mooney: Production manager 
Company: Classic Press 
Qualifications: Trade certificate in print finishing 

Schooling in management studies 

Schooling in estimate/production 
As production manager, | am responsible for overseeing print jobs trom start to 
finish. | need to schedule jobs according to deadlines, and coordinate staff and 
equipment to ensure the deadlines are met. | am also responsible for purchasing 
Supplies and ensuring stock levels are maintained. 

Apart from keeping an eye on 
workflow, | soend my time keeping 
our clients up to date on the 
progress of their jobs, scheduling 
new jobs, talking to sales 
representatives about materials | 
need to order and establishing daily 
tasks for each staff member. 

Our company aims to provide 
quality printing at a reasonable 
price, and we always strive to 
meet the needs of our customers. 
| can help to achieve these aims by 
keeping things running smoothly, 
and this also ensures the company 
is making a good return on its 
investments. 

People skills are important in my job. Occasionally, we will have a problem with 
a particular job, and | need to explain a delay to the client. This can be difficult, 
but if the client is cooperative, then the outcome is generally okay. Experience has 
taught me what to say and what not to say to an angry client. My job also requires 
computer skills, a good understanding of the industry and problem-solving skills. 

A change of direction in the type of printing work we did proved to be a challenge, 
and | was involved in buying new machinery, overseeing its installation and training 
Staff to use It. It is now a very successful area of the company’s core business. 

If you are interested in a career in business, my advice Is to learn as many aspects 
of your chosen industry as you can. Doing some courses would be a good way to see 
if the business or industry is to your liking. Make sure it is what you want to do. 
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DID YOU KNOW? 3° 


In 1913, Henry Ford developed an 
approach to car assembly that 
involved a chassis moving down 
an assembly line on a conveyor 
belt. A small team of workers 
would move with the car, fitting 
the various components that had 
been carefully set out along the 
production line, The end result 
was to reduce the hours spent on 
the assembly of a car from 728 to 


just 1.5, 
O: 


e Experience has 
taught me what to 
say and what not 
to say.’ 





LLA 


3.1 The operations function and its relationship to business objectives and business strategy 





Tangible and intangible products 


A manufacturer will transform inputs into tangible products. Tangibles are physical 


Tangibles are goods which can be products which can be handled and stored before they are sold to the consumer, 


touched. 

such as bread, clothing or a car. The production process and consumption are not 
Intangibles include services, which linked. That is, there is little customer involvement in production. 
cannot be touched. A service organisation will transform inputs into services. Services are intangible, 


which means that they cannot be touched. For example, if you attend a training 
course, you cannot physically touch it, but you hopefully benefit from gaining 
knowledge and learning new skills. Services cannot be stored and the customer 
may actually need to be present when the service is being delivered. For example, 
the customer must be present when receiving a haircut. 

In reality, many LSOs today produce a combination of both manufactured goods 
and services. Purchasing a product such as a car or electronic equipment will often 
come with a warranty and other services. When a customer enters a contract with 
an Internet provider, for example, they will receive a service (their broadband 
connection), plus the modem and other goods necessary to enable the connection. 


Role of the operations manager in 
senior management 


Chief executive officer 





DID YOU KNOW? 


An operations manager can select 
from four strategies to achieve 
optimal operations: facilities 
design and layout, materials 
management, management of 
quality and use of technology. 


( —=™ 





The operations manager is part of the senior management team and in a large-scale 
organisation will most likely have many managers underneath him or her, such as the 
production manager, warehouse manager and quality manager. 
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Regardless of whether an organisation manufactures a product or produces a 
service, most large-scale organisations will have an operations function or depart- 
ment. Sometimes it may be referred to by other names, such as production or 
supply. The strategies that the operations function uses will differ according to 
whether the organisation manufactures a product or provides a service. A bank, 
for example, would not be as concerned with the management of materials as a car 
manufacturer would be. 

The operations manager, like any other manager, uses the four management roles 
discussed in chapter 2. The operations manager may, for example, lead the way by 
investigating the purchase of new state-of-the-art machinery that will complement 
the operation rather than compete with the need for labour, therefore cutting pro- 
duction costs. Before purchasing new machinery the manager must plan, deter- 
mining objectives for the operations and how they will be achieved (in this case, by 
purchasing new equipment) and organise staff to facilitate the process of installing 
new equipment. Once the new machinery is installed the operations manager may 
control the quality of the product by monitoring the production run and inspecting 
the product to ensure it meets standards. 


TEST your understanding Pick one large-scale organisation like BHP Billiton 


1 What is the difference between an input and an 
output? 

2 ‘Operations management is the part of the business 
that actually gets the job done.’ Demonstrate 
this concept on a smaller scale by describing the 
materials you would need and the process you 
would undertake to bake a cake (your finished 
product). 
Explain the main differences between a good and 
a service. 
Contrast the main characteristics of a manufacturer 
with those of a service organisation. 
Why do modern large-scale organisations combine 
goods and services? 
What is the role of an operations manager? 


APPLY your understanding 


7 One strategy to produce goods more quickly is to and controlling). 

use better technology. For example, if you used 

a hand beater to bake your cake it may not have 

been as efficient as using an electric beater. Fill in 

the following table and list some strategies that 

an operations manager might use to achieve the 

listed business objectives. The first entry has been 

completed for you. 


Business objective Strategy 


or Coles Group Limited (part of Wesfarmers) and 
list at least three of their business objectives. This 
information could be found on their web site, in 
their annual report or in soeeches made by the 
company CEO. For each objective state what 
Strategies the operations manager may employ to 
help achieve the objective at the operational level. 
Give two examples of how an operations 
manager of a manufacturing plant that produces 
confectionery might use the roles of organising and 
controlling in his or her daily job. 

10 Use the Internet or look at the employment section 
of the newspaper to find a job advertisement 
tor an operations manager (sometimes called a 
tactory manager). The advertisement will most 
probably list responsibilities involved in the position. 
Categorise these responsibilities into the four POLC 
management roles (planning, organising, leading 
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EXTEND YOUR KNOWLEDGE: The operations function and 


business objectives 








and operations. 


DID YOU KNOW? 


Reducing costs and caring for 

the environment is a win-win 
situation. Woolworths launched 
a tracking system for finding 

the thousands of trolleys that 

go ‘feral’ each year. The Trolley 
Tracker system targets the 15 000 
shopping trolleys that go missing 
from Woolworths and Big W stores 
nationally each year. Abandoned 
trolleys cost the company 

$50 million each year; it costs 
more than $600 to replace a 
broken or lost trolley. 

Dumped shopping trolleys 
damage the environment; they 
end up in creeks and backyards. 
Residents who see abandoned 
trolleys can call a national toll-free 
number, and go in to a draw to 
win a $1000 monthly reward. 
i 


‘Supply chain 
problems were not 
the only areas that 
were singled out ... 
in Project Refresh. ? 





KEY CONCEPT There is a relationship between business objectives 


Woolworths improves operations 





If you've visited Big W, Dick Smith Electronics or Woolworths lately you'll have 

some idea about the retail company Woolworths Limited. Woolworths serves 
millions of customers every day selling food and grocery items, liquor, petrol, 
general merchandise and consumer electronics. The company’s focus has been on 
improving the efficiency of its business — a business objective that many large-scale 
organisations share. In its 2007 annual report, the Chairman of Woolworths Limited, 
James Strong, said: ‘By lowering our cost of doing business, we have built a world- 
class model of efficiency and logistical expertise’. 


Improved supply chain management 


So what has Woolworths been doing that is so special? Why have they been able to 
improve efficiency and make savings of over $7 billion in the last eight years? The 
answer is that they have put their supply chain under the microscope and found new 
and more efficient ways to do business. A supply chain (sometimes called a logistics 
network) includes organisational systems, people, technology, information and 
resources — all those links in the chain that help turn inputs into finished products. 
If you think about the supply chain at Woolworths, processes and systems will be 
required to: 

e replenish stock on the shelves of their retail outlets 

e replenish stocks available at their warehouses (called distribution centres) 

e deliver stock to their retail outlets. 


Utilising technology to increase efficiency 


Woolworths have used technology to increase efficiency within their business. Huge 
distribution centres are required to store Woolworths’ products before they are 
transported to retail outlets. Woolworths introduced an IT system called StockSmart 
that forecasts when stock needs to be replenished in its distribution centres. These 
distribution centres also make use of a wireless network — in practice this means 
that distribution centre staff use handheld devices or forklift-mounted terminals 

to receive instructions on what goods in the warehouse need to be located and 
transported to a particular Woolworths supermarket. The technology will actually 
direct the worker to the desired pallet of goods. Improved efficiency in distribution 
centres has meant that their number has been reduced from 31 to nine regional 
distribution centres and two national distribution centres. 

Efficiency measures have been taken in Woolworths stores. A system called 
AutoStockR is used to forecast when supermarket shelves need to be replenished 
with stock. Woolworths also has an efficient transport management system (TMS). 
The TMS supports the movement of products into distribution centres and out to 
retail stores and provides reporting on transport performance. 

Former CEO of Woolworths, Roger Corbett, led the efficiency drive in 1999. He 
said: 

‘In the store, we sell products every day to our customers and we replenish those 
products every day in the stores and, for some products, multiple times in the day. 

‘We also receive weekly and daily warehouse deliveries trom vendors. 

‘Why then do we have more than 50 days of stock in the pipelines, an average 
service level of 90 per cent and an out-of-stock level at store between 4 per cent and 
6 per cent.’ 

It was found that processes in the store were to blame, together with systems 


that didn't communicate the required information. Supply chain problems were not > 
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TEST your understanding 


1 
2 


3 


What Is a supply chain? 

How did Woolworths use technology to improve its 
Supply chain? 

What organisational systems did Woolworths 
improve to increase efficiency? 

What savings has Woolworths made from becoming 
more efficient? 

When a company is able to reduce costs this leads 
to Increased profit. Sometimes profit Is offered 

to shareholders in the form of a dividend and 
sometimes it is used to further expand the business. 
Explain what Woolworths did with its cost savings 
(emphasising the concept of the ‘double loop’). 


EXTEND your understanding 
6 





Efficiency was Woolworths’ business objective. 
Explain three strategies used in operations at 
Woolworths to achieve this objective. 

Think of a time where you purchased a product 
that was of poor quality (for example, the item did 
not last as long as expected or it did not work as 
expected) or it came with poor service (for example, 
it took too long for coffee to arrive or you were 
stranded at the checkout for 10 minutes waiting to 
be served). Explain why the good may have been 

of poor quality or the service was bad. Discuss 
Strategies that could be used at the operational level 


to Improve the product or the delivery of the service. 


An efficient operations system should contribute 
to an organisation achieving its objectives. For a 
company, that means profit. Shareholders benefit 
trom this, by being paid dividends (part of the 


company’s profits) and if the company’s share price 

rises they can make a capital gain (if they sell their 

shares). Good company performance is just one 
factor in a company’s share price performance, but 
it is an important one. The following table lists the 
closing share price (closing means the last price the 
shares sold for at the end of the day’s trading) for 

Woolworths shares on 30 June of each year since 

2005. 

(a) Find the most recent closing share price for 
Woolworths shares and draw a line graph of 
Woolworths’ performance. 

(b) If you had purchased shares in 2005, would 
you think your investment has performed well? 
Use the Woolworths shares weblink in your 
eBookPLUS to find out about Woolworths’ 
operations. 


Closing share price for 


Date Woolworths (code WOW) 
30 June 2005 $16.85 
30 June 2006 $23.90 
30 June 2007 $33.99 
30 June 2008 $24.45 


In the Australian supermarket sector, Coles is 
Woolworths’ biggest competitor. Wesfarmers 
acquired Coles in 2007. Use the Coles weblink in 
your eBookPLUS to locate its latest annual report 
and list at least two of Coles’ objectives and the 
operations strategies that were used to achieve 
those objectives. 
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Woolworths improved 

efficiency by developing 

its supply chain. Although 

part of this strategy was 

A H | allowing consumers to 

SESS ae ef J dictate what they wanted, 
AG om an it doesn’t stretch as far as 

using a trolley for transport. 
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K 9 Key elements of an operations system in 
© 


large-scale organisations 





Inputs 


Inputs are all the resources used in the process of production. Some resources 
are already owned by the organisation, while others come from suppliers. Inputs 
ditfer between manufacturing organisations and service organisations. There are six 
categories of inputs: 

1 Raw materials consumed or converted by the transformation process. 

Capital equipment includes the plant, machinery and property necessary to con- 

duct operations. 

3 Labour refers to people involved in the operations function. 

4 Information from a variety of sources contributes to the transformation process. 
Organisations do not always account for the value of this resource because it 
cannot be easily quantified as a business asset. 

Time and its efficient use are critical to all organisations. Coordinating resources 

within appropriate time frames limits costs and wastage. Operational planning 

may involve achieving production tasks ranging in duration from one year to 
merely hours. 

Money is generally considered to be the most flexible of all resources because it 

can easily be converted into any quantity or combination of materials, capital or 

labour. 

A hospital is an example of an organisation that provides medical services. The 
inputs to provide these services involve medical equipment and products such 
as tape, injections, sheets, towels and hand-wash solutions. Labour, in the form 
of medical supervision by nurses and doctors, is also required. These medical 
resources are used in the transformation process to improve patient health. 


Inputs are resources used in the 
process of production. 
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Processes/transformation 


The main concept of operations management is transformation, which is the con- 


. Transformation is the conversion of 
version of inputs (resources) into outputs (goods or services). Sony, for example, 


inputs (resources) into outputs (goods 


takes plastic, metal, glass and electronic parts, and transforms them through design, or services). 
manufacturing and assembly into numerous electronic products. 
The term ‘transformation’ implies physical changes, but today it also includes the 
conversion of resources into services. Your school takes its main inputs — students, 
the syllabus, staff and buildings — and produces educated, employable graduates. 











Operations management is all about ‘doing 
things better’ and more efficiently. Here 
waiters perfect their skills in order to improve 
the quality of their service. Waiters are an 
input in the operations system, but the quality 
of their service is part of the process. 


It is important to understand that the transformation process differs between 
manufacturing organisations and service organisations. A manufacturer transforms 
inputs into tangible products (goods which can be touched). A service organisation 
transforms inputs into intangible products (services which cannot be touched). The 
operations system of a manufacturer tends to be highly automated or mechanised. 
Manufacturers use machinery, robots and computers to transform inputs into outputs. 
Service providers rely heavily on interaction with the customer and their processes 
tend to be more labour-intensive; that is, staff are crucial to the operations. 

The transformation process involves using resources to produce the final good or 
service. Many LSOs continually work to improve the way they transform resources 
into finished products or services. 
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3.2 Key elements of an operations system in large-scale organisations 





Outputs refer to the end result of an 
organisation's efforts — the service or 
product that Is delivered or provided to 
the consumer. 


An operations system for a 
manufacturing company 
producing building products 


A car is an output that requires many 
individual processes. There may be 

several thousand inputs, such as 
nuts and bolts, supplied 
by hundreds of 
businesses. 


h l p Raw materials — computer 
Baa software and paper 


An operations system 
for a bank 


Outputs 


Essentially, outputs are the result of an organisation’s efforts — the final service 
or product that is delivered or provided to the consumer. So far, we have drawn 
a distinction between service and manufacturing operations, but in many cases 
organisations carry out both types of operation. Mitsubishi Australia, for example, 
separates its vehicle manufacturing operation from its customer service operation, 
although both elements are critical to the organisation’s overall success. All organ- 
isations carry out many activities that can be isolated from direct involvement with 
the customer. Insurance companies employ mathematicians called actuaries who 
use formulas to determine risk and probability in setting the level of insurance 
premiums. Actuaries never deal directly with the public, but are instrumental in 
forming parameters or boundaries in which operations will occur. 


INPUTS 


Raw materials — water, 
steel and electricity 
Capital equipment — 
factories, trucks, forklifts 
and tools 

Labour — process workers, 
storepersons, drivers, 
machinery operators, 
labourers 

Information — utilising 
advances in technology 
and research 


Time 








TRANSFORMATION PROCESS 


Design 


OUTPUT 





he 


Manufacturing Building product 


Quality control 















d 





TRANSFORMATION PROCESS 





Capital equipment — 


security screens, 
computers, safes and 
office furniture 

Labour — tellers, mobile 
lenders, managers and 
lawyers 

Information — provided 
by market research 
companies to assist in 
product design and 
delivery 

Time 

Money 
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Investment advice 


OUTPUT 


—> Delivery of 
financial services 
to customer 


Ensuring good customer 
service 


Ensuring the computer 
systems work 


Establishing banking 
systems and procedures 








The operations manager must be able to link transformation processes to the 
activities performed by other areas of the organisation. Output must always be 
responsive to customer demands. Issues of quality, efficiency and flexibility must be 
balanced against the resources and strategic plan of the organisation. See page 119 for 
how Hallmark cards improved its operations and therefore its sales. 





e quality 
e efficiency 
e flexibility 


A delicate balancing act 


TEST your understanding 


Identify three key elements of an operations 
system. 


1 


Distinguish between ‘input’, ‘process’ and ‘output’. 


Using the process of completing homework as 

an example, draw a diagram that describes the 

operations component (that Is, the transformation 

trom no homework done to a// homework 

completed). 

Identify the inputs, processes and outputs of the 

following organisations: 

(a) Coles supermarkets 

(b) Four ‘n’ Twenty pies 

(c) RACV. 

Miriam's Interior Decorating Service is a business 

specialising in home redecorating. Outline the 

range of operations activities offered in such a 

business. 

Are the following definitions true or false? If the 

definition Is false, write out the correct definition. 

A Operations management involves planning, 
organising and controlling activities required to 
produce goods or services. 

B An operations system refers to the machinery 
involved in producing the product. 

Construct a mind map to illustrate the six 

categories of Inputs. The mind map at right has 

been started for you. 






e resources needed 
e strategic plan 
e time 


APPLY your understanding 


8 The Rio Tinto Group is an international mining 


company. Rio Tinto finds, mines and processes 
mineral resources which are converted to products 
such as coal, copper, gold and silver. Use the Rio 
Tinto weblink in your eBookPLUS to identify the 
inputs, transformation processes and outputs that 
Rio Tinto would use to produce Its products. 
Southern Health provides health services through 
major hospitals and community health facilities 
across south-eastern Melbourne. Use the Southern 
Health weblink in your eBookPLUS to identify the 
inputs, transformation processes and outputs that 
Southern Health would use to provide its services. 


INPUTS 
(resources) 
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Operations, productivity and business 


S competitiveness 








KEY CONCEPT Productivity and competitiveness can be improved when 


operations reduces costs, improves quality and delivers goods and 


services on time. 


Productivity Is a measure of efficiency 


— the amount of output produced 
compared to the amount of input 
required in production. 


DID YOU KNOW? 


Managers are constantly 

being challenged to improve 
organisational productivity by 
working smarter, not harder, and 
by doing more with less. As John 
Welch, former chief executive 
officer of General Electric, stated: 
‘For a company and for a nation, 
productivity is a matter of survival’. 
i ee ree 


Toyota Australia manufactures approximately 148900 vehicles per year. That 
sounds impressive but we all know it’s not just about the quantity of product being 
offered for sale. Toyota believes one of the important outcomes of its operations 
system is providing ‘the customer with the highest quality vehicles, at the lowest 
possible cost, in a timely manner, with the shortest possible lead times’. 

Lets take a look at what the terms productivity and ‘business competitiveness’ 
actually mean. Productivity measures the amount of output compared to the amount 
of inputs that go into production — it is a measure of efficiency. Productivity can 
be improved by reducing the amount of input required to obtain the same level of 
output or increased output. Alternatively, productivity may rise if input remains 
the same but output increases, therefore getting more out of the input. 
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SAME produced for LESS input 


Productivity may be improved by producing more outputs from the same input or by 
reducing the level of inputs for the same output. 


Organisations can improve productivity in several ways. Improved communication 
between management and employees can boost production, and the management 
style used in an organisation can impact on productivity. Participative manage- 
ment styles (see chapter 2, p. 70) that involve the employee in decision making can 
increase worker productivity, as can human resources strategies such as recognition 
and reward programs aimed at improving worker motivation (see chapter 6). Auto- 
mating work processes to reduce the labour required to perform a task and increase 
production levels is also a strategy used in many large-scale organisations. The use of 
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robots in car manufacturing plants is now commonplace. Improving the design and 
layout of facilities in a workplace can also enhance productivity levels (see p. 114). 

Organisations that can improve productivity will become more competitive. 
‘Business competitiveness’ refers to the ability of an organisation to sell products 
in a market. Competitive advantage occurs when an organisation is able to pro- 
duce goods or services better than its competitors. A competitive advantage may be 
obtained, for example, by providing a particular product or service faster, better or 
cheaper than rival organisations. Organisations essentially compete in two ways: 

1 cost — providing customers with lower priced goods or services 

2 differentiation — providing customers with superior value in terms of ser- 
vice (flexibility, speed, quality) or added features compared to lower priced 
competitors. 

Competitive scope refers to the range over which the organisation intends to 
compete. This range may include the number of countries, markets, industries 
or customers that the organisation services. Competitive scope, therefore, may 
be narrow (a small number of countries, markets or customers) or broad (a large 
number of countries, markets or customers). 


Areas of operational 
competitiveness 


The strategy adopted by an organisation will include decisions relating to the 
organisations competitive advantage and competitive scope. This strategy should 
provide a vision to unite all areas of the organisation and ensure consistency in 
decision making. 


Competing on cost 


Most of us have heard news bulletins about companies that have tried to reduce 
costs. One example is the Tasmanian footwear group, Blundstone, which has out- 
sourced its manufacturing operations to Asia because labour costs are too high in 
Australia. We’ve also probably seen workers leaving a factory after being told the 
company is reducing staff or closing down part of its operations. Fords engine- 
making plant in Geelong was closed in 2007 because it was cheaper to import a 
different engine than to retool the assembly line to bring the existing engine in line 
with new automotive industry environmental guidelines. 

Another way to compete is to find the right economy of scale, which means the 
right size of operation with the cheapest cost. For many organisations, reducing 
costs is a matter of working ‘smarter’ by finding new and improved ways to pro- 
duce goods or deliver services. There are many ways an organisation can reduce 
costs, as you can see from this diagram. 


Competitive scope includes the range 
over which the organisation intends to 
compete. It may be narrow or broad. 





Workers at the Ford Geelong 
plant leave the factory for the 

last time at the end of their shift. 
After an injection of cash from the 
government, plans were made to 
reopen the plant. 
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3.3 Operations, productivity and business competitiveness 





Operational managers in organisations that compete on cost prioritise their 

decision making based on reducing costs and improving productivity by: 

e ensuring stable production processes with limited interruption 

e ensuring all resources are used to their optimum advantage 

e constantly looking for opportunities to streamline production processes 

e updating facilities and equipment with new, more efficient technology 

e providing training and development to improve the skills and capabilities of 
employees. 


Many organisations compete on quality 
— that means that they aim to produce 
the best product or service available in the 
marketplace. Motorola, a multinational tele- 
communications company, is well known 
for its emphasis on the quality of its prod- 
ucts. It says: ‘Motorola views quality from 
a customer perspective, meaning we have 
only one opportunity per each product we 
deliver to favorably impact a customer. If 
the product doesnt meet expectations, we 
run the risk of losing that customer. It isn’t 
enough to simply meet industry averages 
— every single product that reaches a cus- 
= ~~ tomer should exhibit a uniform standard of 
Mercedes-Benz — an example 5 daar E E s qu ality.’ 
of an organisation that tk 
cae ean There are several ways an organisation can compete on quality, as you can see 
from the diagram. 





View quality as a 
competitive weapon 


Publicly communicate an 
organisation-wide 
commitment to quality 


Market themselves as 
a quality business 


Use technology to produce 
large numbers of customised 
products to varying specifications 


Immediately respond 
to customer needs 





‘Tailor’ products | > Reduce defect rates in 
to customers the production process 
Strictly comply with 
design specifications 


Operational managers in organisations that compete on quality prioritise their 
decision making based on ensuring strict application of total quality management 
a (see page 125) approaches by: 

e eyaluating processes to ensure minimal defect rates 
e reducing human variables 
e relying on extensive use of integrated technology and computerisation 
e strong links with the customer. 





Competing on speed of delivery 


Organisations can also compete on speed of delivery. 


ORGANISATIONS THAT 
COMPETE ON SPEED 
OF DELIVERY 





Operational managers in organisations that compete on speed of delivery prioritise 
their decision making based on ensuring faster transformation processes by: 


® creating autonomous work teams 


e establishing supply chains which work efficiently between the supplier and the 


organisation 
e developing faster feedback mechanisms 


e adapting the transformation process to reflect the necessity for constant change. 


TEST your understanding 


What is the link between productivity and an 
organisation's operations? 

Explain the relationship between productivity and 
business competitiveness. 

Identify three ways in which a manufacturing 
organisation could improve productivity. 

Identify three ways in which a service organisation 
could improve productivity. 

What strategies can a sporting team implement to 
give it a competitive advantage over other teams? 
Explain what it means to compete on: 

(a) cost 

(b) quality 

(c) speed of delivery. 


APPLY your understanding 
7 (a) Productivity can be calculated by using the 


formula Output 


Input 
Calculate the labour productivity (output 
per employee) of bakeries A-D in the table 
opposite. 


Productivity = 


(b) Working in groups of three or four, suggest why: 


(i) bakery D’s labour productivity is so high 
(ii) bakery C's labour productivity Is so low. 


Bakery (employees) of bread) 


lolol tig 
Daily productivity 
oTi rolt (loaves 
Input (loaves per day/ 
employee) 


50 2000 
80 4000 
20 600 


10 700 


8 Working in groups of three or four, identify 


organisations that compete on: 

(a) cost 

(b) quality 

(c) speed of delivery. 

Present your report to the rest of the class. 

Research why it can be easier to increase 
productivity in a manufacturing organisation than it 
is in a service organisation. 

Explain why competitiveness plays such a significant 
role in the management of operations. In your 
answer refer to: 

(a) productivity 

(b) competitive advantage 

(c) cost minimisation. 
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KEY CONCEPTS Facilities design and layout is one strategy which operations 
managers use to optimise operations. 


Management of the facility design and layout involves 
planning the layout of workspace so that production will flow 
smoothly and efficiently. 


Facilities design and layout involves 
planning the layout of workspace to 
Streamline the production process. 


DID YOU KNOW? 


Britax Childcare Pty Ltd 
manufactures child car restraints 
and imports strollers and 

prams. It installed a new lean 
assembly system which produced 
outstanding results. New 
ergonomic workstations were 
designed for the assembly areas 
to ensure that any part needed by 
operators was presented directly to 
them, The working environment, 
operator efficiency and flow of 
materials dramatically improved. 
Space was saved and forklift traffic 
was reduced, decreasing the 


likelihood of accidents, 
O] 


Fixed position layout deals with 
large-scale processes, such as the 
construction of bridges, ships, aircraft 
or buildings. 


Shipbuilding is an example of a manufacturer 


using a fixed position layout. 


UDE) 








Imagine if you were a manager at a McDonalds store where the equipment was 
all over the place, there was mess and clutter everywhere and very little was actu- 
ally being produced. It would be difficult to optimise operations in this situation. 
The fact is, management at McDonalds has spent a great deal of time planning 
the layout of workspace to make sure that production of chips and hamburgers is 
streamlined; that it flows smoothly, efficiently and quickly. The seating, the drive- 
through window, the play area and the arrangement of equipment and technology 
in the kitchen are all part of McDonald's facilities design and layout strategy. 
Facilities or plants that are arranged in order will achieve the highest levels of 
efficiency in production. The best layout will optimise operations; that is, it will 
result in improved productivity, satisfied customers and deadlines being met. 
When choosing the best layout, an operations manager needs to consider 
whether or not there is: 
e enough physical space for the anticipated volume of production 
e effective use of production equipment and technology 
e an adequate location of stock and warehousing requirements 
e an efficient flow of the good or service through the system 
e conformity with legal regulations (such as site and building constraints and 
occupational health and safety standards). 
There are many ways in which the physical layout of the facilities can be organ- 
ised. The method adopted by the operations manager will depend on the type of 
operations conducted by the organisation. 


Manufacturing layouts 


The first two layouts discussed apply specifically to manufacturing. 


Fixed position layout 


Fixed position layout is used for 
big project production. This deals 
with large-scale, bulky activities 
such as the construction of bridges, 
ships, aircraft or buildings. With 
fixed position layout, it is more 
efficient to bring materials to the 
site; workers and equipment come 
to the one work area. This layout is 
used when it would be too difficult 
to move the product. One disad- 
vantage of the layout is storage — 
materials needs change constantly 
and it can be hard to find space to 
store them safely. 


Corporate management 








Product layout 


In a product layout machinery and equipment are arranged in line and com- 
ponents are added to the product in a sequence of steps. A motor vehicle being 
produced on an assembly line is an example of this type of layout. It is best suited 
to the manufacture of high-volume, standardised goods. The product would nor- 
mally move along a highly automated production line, using a conveyor belt. Costs 
are reduced because of the use of technology and staff complete specialised tasks. It 
can, however, be very expensive to set up a capital-intensive, automated assembly 
line. Another disadvantage is that staff can become bored with repetitive, low- 
skilled activities. A problem on the production line can sometimes mean that the 
whole factory needs to be shut down. 


A product layout deals with the 
manufacturing of goods in mass 
volume using an assembly line. 





Other layouts 


These layouts apply to all types of organisations. 


Process layout 


A process layout is often referred to as a functional layout, because equipment 
and machinery which perform a similar function are arranged together. It is best 
suited to organisations which deal with a variety of products. A manufacturer of 
sports shoes or brake pads, for example, would commonly use this type of layout. 
A process layout lends itself to batch production, as in the case of a bakery, where 
different types of breads, rolls or buns are manufactured in limited numbers. Each 
batch would be completed at a production stage and then would move on to 
another stage. In service organisations such as banks or hospitals, a process layout 
is used to deal with the different needs of customers. A disadvantage of this layout 
is that the work for staff can be monotonous if they are only involved in one stage 
of the process. 


A process layout deals with high 
varieties of products by grouping 
activities, equipment and machinery of 
similar function together. 
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3.4 Facilities design and layout 





This type of layout often uses work cells. Rather than having the straight pro- 
duction line, operations and people can be arranged into cells, such as the U-shape 
shown in the figure. The team working on a product or components in this cell 
would be able to solve problems together as communication is improved. Prod- 
uctivity improves because the whole factory does not need to be shut down if 
there are defects or problems in one 
cell — other teams can continue 
working on their product. Another 
advantage is that the product or com- 
ponents which a cell is responsible 
for can easily be altered or completely 
changed. 





Current layout — straight lines make it hard to divide tasks. Improved layout — workers have improved 
access. Fewer workers are needed. 


A layout using production lines can be improved by changing to one using work cells. 


Ko 

Exposure is a critical consideration to the layout of retail stores. Stores such as 
DID YOU KNOW? 3D Kmart and Big W channel customers through departments or sections. They are 
Imagine being able to design your exposed to other aisles or sections as they move from one point to another. It can 
own customised motor home. In be difficult to move efficiently from one part of the store to another because bar- 
2008, Talvor Motorhomes Pty Ltd, riers are established to ‘showcase’ or ‘display’ items for sale. Retailers such as Coles 
an Australian manufacturer of and Woolworths use approaches such as: 
motor homes and campervans, e locating high-impulse or high-margin products in prominent locations, often at 
improved its production process the end of aisles or near checkouts 
by introducing work cells in a e locating ‘high-draw’ items such as bread and dairy products on opposite sides 
U-shaped layout. The changes of the store 
made to its manufacturing e locating ‘power items’ (high-priority items for most shopping trips) at intervals 
processes and workspace layout throughout a series of aisles. 
increased production by 375 per ‘ 
cent, and reduced assembly time g 
by 35 per cent. Individual work - 


cells also mean that it is possible 
to combine components to suit 


customer preferences. 
————— 





Supermarkets target children with their 
retail layout, putting food and drinks at their 
eye level and within easy reach. Children 
are attracted by bright colours and food 
items they can play with — even fruit and 
vegetables. 





Office layout 


Efficient movement of information and proximity to resources (such as the photo- DID YOU KNOW? a 
copier, computers, printers and storage areas) are priorities for the layout of an office. Increasingly, office layouts are 
Locating workstations together in departments that are required to communi- changing so that managers are 
cate constantly may also be important. In a manufacturing organisation, the office located with staff: walls and 
layout is often informal and may overlook the factory floor so managers can easily screens are disappearing. Open 
supervise. For a service provider, such as an accountant 


plan layouts contribute to more 
effective communication, as well 
as providing a positive and effective 
working environment for the staff. 























i -- 


or a doctor, clients need to feel welcome, but pri- 
vacy is a concern, so the layout of the office 
should reflect this. 

An office might also need to provide a 
space (such as a lunch room) that enables 
employees to take a break from the work _¢ 
environment if required. Personal storage 4 J 
space and meeting rooms may also be 
required. Office layout is often open 
plan or in pods. With staff working 
closely together a code of conduct 
is often adopted called ‘cubicle eti- 
quette’. This really means watch the 
sights, sounds and smells — it may 
even advise what lunch foods might 
be cubicle unfriendly. 





It is good etiquette to speak 
softly on the phone, not to 
make overly personal calls 
and to keep decoration to a 
discreet minimum. 


























TEST your understanding APPLY your understanding 


1 Explain in your own words what is meant by the 7 Use the Bized weblink in your eBookPLUS to find 
term ‘facilities design and layout’. the Virtual Factory link. Go to ‘Factory floor’ and 

2 Identify the key factors that an operations manager then to ‘Production’. Complete the following tasks: 
needs to consider when determining optimal (a) List the stages of production involved in the 
layout. manufacturing of hot-air balloons. 

3 Outline the operations needs that influence: (b) Identify the inputs, process and outputs of the 
(a) fixed position layout balloon factory. 
(b) product layout (c) What type of layout does the Cameron Balloons 
(c) process layout plant use? Give reasons for your answer. 
(d) retail layout (d) Why would this type of layout have been chosen? 
(e) office layout. (e) Do you think that the production of balloons is 

4 Analyse your school’s canteen or classroom in capital-intensive or labour-intensive? Explain your 
terms of efficiency and effectiveness of layout. answer. 
What changes could you make to improve 8 Gemma has recently bought a fitness centre. She 
productivity and student satisfaction? Draw the plans to renovate the premises and change the 
new layout. layout of the equipment. Advise her on the most 

5 How could a large organisation evaluate the suitable layout. Provide Gemma with a sketch of 
performance of Its layout? the recommended layout. You may wish to use a 

6 Match the following terms with their definition. multimedia application. 

tixed position layout (a) a production layout which deals with high varieties of products by grouping 


activities, equipment and machinery of similar function together 


process layout (b) a production layout which deals with the manufacturing of goods in mass volume 
using an assembly line 


product layout (c) a production layout which deals with large-scale, bulky activities 
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APPLY YOUR SKILLS: Facilities design and layout 





PRACTISE 
YOUR SKILLS 


accurately use relevant management terms 

research aspects of operations management using print and online sources 
analyse business information and data 

apply operations management knowledge and concepts to practical and/or 
simulated situations 

e analyse strategies that arise through practices within operations management. 


Office layout problems 








eit was a shock but 
no real harm was 
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(| Meeting room |M} 










Printer/ 
photocopier 





















































Open office plan 















































TEST your understanding APPLY your understanding 


1 What type of layout does Sally work in? 4 List what might be done to improve the facilities 
2 Outline the priorities for this type of layout. design and layout so it is more efficient. 


3 Find 10 facilities design and layout faults at 5 Redesign the layout using your list of solutions. Consider 
Sally's office. You may like to use a table to set an emphasis on smooth workflow; the needs of clients; 
out your answers. the need for privacy and a space to take a break — and 

any other faults associated with the old layout. 
Explain the reasons for the changes you have made. 


Corporate management 





Lean manufacturing and work cells 





Lean manufacturing aims to 


Lean manufacturing Is an operations management approach designed to eliminate eliminate waste at every stage of 
waste — ‘lean’ in this case means no excess, just as lean meat has little fat attached production. It involves analysing each 
to It. Productivity is maximised by carefully analysing each stage of the production Stage of the production process, 
process, detecting inefficiencies and correcting them. The advantages are reduced detecting where inefficiencies are and 
energy and resource consumption and increased worker productivity. The focus Is on: correcting them. 


e reducing unnecessary movement of workers, machines and products 

e minimising storage required 

e reducing defects in products and equipment breakdown 

e reducing waste 

e reducing the time workers wait for work to come 
through 

e shortening the time taken to switch equipment and 
people to produce new products 

e shortening the time to develop new products. 
The concept of lean manufacturing was 

derived from the Toyota production 

system. Part of Toyota’s philosophy of 

waste minimisation was the use of cellular 

manufacturing — efficiencies are gained 

through grouping machines and people into 

separate ‘cells’ that produce similar items or 

require a similar production process. 
Hallmark Cards adopted this new work 

practice with great results. In the 1980s the 

company took two years to produce a greeting 

card. Card designs were shifted from building 

to building in its Kansas complex in the United 

States. Hallmark's president was asked to dismiss 

20 per cent of the staff to reduce costs. Instead, 

he reorganised production and maintained faith with his employees. 
Managers came together from all sections of the business to solve the E ner: 

problem. The company’s ‘shoe box’ card line was chosen for a new cellular Hallmark cards 

manufacturing approach and artists and writers were grouped on one floor into 

work cells, with production directly below them. Production of a new card now only 

takes about three months! 











oe So 
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TEST your understanding APPLY your understanding 

1 What is lean manufacturing and what are its 5 The work cell approach relies on workers being able 
benefits? to do a variety of tasks, not just one task. Give one 

2 Where did the idea of lean manufacturing originate? advantage and one disadvantage associated with 

3 Explain how Hallmark was able to reduce the time workers becoming multiskilled. 
it took to make a greeting card just by changing its 6 Why do you think work cells would rely more heavily 
facilities design and layout. on teamwork than individual achievement? 

4 How did Hallmark develop this solution? 7 Imagine that you are the president of Hallmark in 


the early 1980s, and you have just been asked to fire 
almost one-quarter of your staff. Evaluate the issues 
involved in making this decision. What would be 
your tinal solution? 

8 Use the Lean manufacturing weblink in your 
eBookPLUS to describe how creating brilliant 
processes for producing goods or delivering services 
is Just as important as finding brilliant workers. 
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3.5 Materials management 





a KEY CONCEPTS Materials management is a strategy which operations 
managers use to optimise operations. 


Materials management involves managing the use, storage 
and delivery of materials to ensure the right amount of inputs 
are available when required. 


When workers at plastics manufacturer Venture Industries went on strike in 2007, 
Ford was forced to stand down almost 2000 of its own staff without pay. Why? It 
was because Ford’s factories simply could not continue production. Venture was 
a major supplier of materials to Ford and Ford was not able to get the materials 
it needed from Venture in order to produce its motor vehicles. Amazingly, Ford's 
production plant was affected within 40 minutes of the beginning of the strike at 
Venture. 


MATERIALS 
MANAGEMENT 
INVOLVES 





Materials management is an intricate strategy. It involves several critical activities. 


Materials management is all about 
managing the way that materials are 
received and stored and making sure that 
the materials are available when required 
in the operations system. Many organ- 
isations have large amounts of materials 
on hand to complete production. This is 
referred to as stock or inventory. A large 
inventory is held by an organisation to 
ensure that materials do not run out: 
however, this does represent a cost to 
the LSO. Stock taking up storage space 
for lengthy periods can mean that the 
organisation misses the opportunity to 
invest money in other places. Materials 
can also have a ‘use-by date’, which 
means that they could become unusable 
after a period. 


Materials management is the 
Strategy which manages the use, 
storage and delivery of materials to 
ensure the right amount of inputs 
is available when required in the 
operations system. 


Inventory is the goods and materials 
held as stock by an organisation. 





Huge warehouses holding a large inventory 
represent a cost to a large-scale organisation. 


UNIT 3 © Corporate management 








Some LSOs, such as Ford, try to reduce costs by having fewer materials held as 
inventory. Its efficient handling of materials keeps costs down, but when materials 
don’t arrive on time (as in the case of the Venture strike), the consequences can be 
devastating. 





It is important that materials are handled efficiently at Ford to keep costs down. 


One of the most important activities of materials management is materials 
handling, which refers to the handling of goods in warehouses and at distribution 
points. Adequate materials handling procedures and techniques can result in 
a more efficient production process and cost savings. Proper handling can also 
reduce accidents, breakage and spoilage. 


Materials planning 


The initial stages of operations planning involve the organisation establishing a 

production plan listing the activities necessary to combine various resources to 
produce goods or services. The organisation needs to decide what good or service 
to produce, how to produce it and in what quantity. This plan provides the basic 
information necessary for detailed materials management planning. 

Modern large organisations typically complete materials planning by using soft- 
ware. Such planning includes master production scheduling (MPS) and materials 
requirements planning (MRP). 

Master production scheduling (MPS) describes what is to be produced and when. 
It is a schedule linked to specific delivery dates or contracts for delivery in the future. 
Inability to meet this schedule may have serious business implications. It is important, 
therefore, that the productive capacity of the organisation has been correctly assessed. 
A business cannot increase its rate of production without increasing the amount of 
necessary inputs, as Boeing has found (see the ‘Did you know?’ feature above right). 
Decisions such as upgrading plant and equipment or employing additional staff may 
be related to ongoing problems in meeting this schedule. 

Materials requirements planning (MRP) is completed after the organisation 
has a clear understanding of the quantities to be produced and the time frame 
involved. It is an itemised list of all materials involved in production to meet the 
specified orders. Such planning must consider: 

e lead times required by suppliers — that is, whether items need to be ordered 
weeks or months in advance 

e the exact number of inputs to complete the task 

e the amount of stock (inventory) on hand 

e purchasing procedures — for example, whether the organisation wishes to take 
advantage of bulk purchasing discounts offered by suppliers. 


DID YOU KNOW? +e 


In 2008, Boeing had over 900 
orders for its new plane, the 

787 Dreamliner. It was expected 

to deliver the new plane to its 
customers before the end of 

2008, but this did not happen. 
Delays were caused by production 
problems, strikes and a shortage of 
fasteners, The shortage of fasteners 
occurred because the fastener 
industry was not able to keep up 
with Boeing and its competitors 
boosting production rates to record 
levels, Boeing also had trouble with 
meeting its production schedule 

in the 1990s, leading to the loss of 


billions of dollars, 
O: 


Materials handling is the physical 
handling of goods in warehouses and 
at distribution points. 


A production plan is an outline of 
the activities undertaken to combine 
resources (inputs) to create goods or 
services (outputs). 


Master production scheduling 
details what is to be produced and 
when. 


Materials requirements planning 
involves developing an itemised list of 
all materials involved in production to 
meet the specified orders. 


e a aL 


3.5 Materials management 





| ensures that costs 
are a a and that the operations 
system has access to the right amounts 
of inputs when required. 





DID YOU KNOW? 


Although the just in time approach 
was first used by the Ford Motor 
Company, it was adopted and 
publicised by Toyota as part of its 
Toyota production system. In the 
1950s, Toyota did not have enough 
money to buy huge amounts of 
materials and had little physical 
space for inventory. It reacted 

by reducing the amount of its 
inventory — only holding the level 
that its employees would need for 
a small period of time, and then 


reordering new materials. 
O: 


is an inventory control 
approach which ensures that the 
exact amount of material inputs will 
arrive only as they are needed in the 
operations process. 


A supply chain is the range of 
le from which the organisation 
purchases materials and resources. 





WAEN control 


is a system used to ensure that costs associated with maintaining 
an inventory of materials are kept to a minimum. Costs can be minimised by not 
allowing materials to remain idle and by making sure that inputs are available for 
the operations system when needed. An operations system which runs out of mat- 
erials will not perform at an optimal level. 


af 


Modern organisations use bar coding and computerised stock records to control 
inventory. Computerisation can help to minimise loss or theft of stock and it pro- 
vides precise, real-time information about stock levels. Signals can alert manage- 
ment when it is time to order new materials and how much to order. Organisations 
also conduct stocktakes, physically counting stock and then comparing the count 
against what was expected to be available. Any differences would indicate prob- 
lems with stock control. 

A common approach used by many organisations in Australia is the 
JIT) system of inventory control. This approach makes sure that the right amount 
of materials will arrive just as they are needed for production. It can reduce storage 
costs and reduce the risk of any waste occurring in storage, thus increasing com- 
petitiveness. However, supplier deliveries must be reliable and must be received at 
the appropriate time. 


Supply chain management 


A typical supply chain like Woolworths’ Program Refresh starts with the sourcing 
of natural resources, followed by manufacturing activities such as component con- 
struction and assembly. The supply chain moves on to storage facilities before 
finally reaching the consumer. It is from this range of suppliers that the organisation 
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purchases materials and resources. The supply chain needs to be well managed 
because an operations system depends on the inputs. Supply chain management is 


critical for the following reasons: 


e If materials are not on hand, nothing can be produced. 


e If materials are of inferior quality, it is difficult or costly to produce quality 


products. 


e If the right quantity of materials is not available, the organisation cannot meet 


demand. 


Supply chain management involves not only assessing the location in terms of 
distance to suppliers, but also considering the efficiency of delivery, the stock use 


DID YOU KNOW? 


Many organisations today realise 
that their supply chain contributes 
to their social and environmental 
performance. McDonald's uses 
Socially Responsible Supply 


Guidelines for its suppliers. 
O: 


rate, the uniformity of quality, and pricing and comparisons with other suppliers of 
similar product, to identify whether they can better meet the organisations needs. 


Both manufacturing and service organisations need reliable supply chains. 


TEST your understanding 


1 Explain, in your own words, what materials 

‘management’ is about. 

List the benefits of efficient materials handling. 

3 Briefly outline the two key steps involved in 

materials planning. 

What is inventory? 

What is the main benefit of inventory control? 

Explain how the just in time approach can improve 

productivity and reduce costs. 

7 List potential problems that you can see with the 
just in time approach. 

8 Why is it vital that the supply chain be well 
coordinated? 

9 Match the following terms with their definition. 


Term Definition 


inventory (a) the strategy involved with 

control managing the use, storage and 
delivery of materials, to ensure 
the right amount of inputs are 
available when required 


N 
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Supply chain (b) an inventory control approach 
which ensures that the exact 
amount of material inputs will 
arrive only as they are needed 


materials (c) 
requirements 
planning (MRP) 


the range of suppliers from 
which the organisation purchases 
materials and resources 


master (d) a system which ensures that 

production costs are minimised and that the 

scheduling operations system has access 

(MPS) to the right amounts of inputs 
when required 

materials (e) details what is to be produced 

management and when 

just in time (f) developing an itemised list of all 


materials involved in production 
to meet the specified orders 





APPLY your understanding 


10 
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Chan is the operations manager of a large clothing 
manufacturer. Recently the business has found 
itself in financial trouble as retail customers begin 
to recognise it as being a very poor supplier. The 
clothes are rarely delivered on time, and always in 
the wrong quantities. The main problem for Chan 
is that the materials for some lines of clothing keep 
running out. Some lines just won't sell and the 
storage areas are full of materials for those lines. 
(a) What are the costs of having too many 
materials in storage? 

(b) What problems can occur when there are not 
enough materials on hand? 

(c) Explain how Chan could use MPS and MRP to 
improve materials management. 

(d) Suggest any other materials management 
approaches you think would help Chan to 
optimise the clothing operations. Explain your 
answer. 

How can materials management be used to 

optimise operations? 

To find out how a large-scale organisation deals 

with supply chain management use the ANZ 

supply chain weblink in your eBookPLUS. Make 

a list of the businesses that supply materials to 

the LSO. How does the LSO develop supply chain 

relationships with these suppliers? Does the LSO 
expect its suppliers to meet certain standards, and 
if so, what are the standards? 


i. 
plus” 
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3.6 The management of quality 





> KEY CONCEPT Quality management is the strategy which an organisation 

uses to make sure that its product meets customer expectations. Three 
quality approaches are quality control, quality assurance and total quality 
management (including employee empowerment, continuous improvement 
and improved customer focus). 


Quality is very important to Tip Top Bakeries, the bakery division of George Weston 
Foods Limited. To Tip Top, quality means understanding and exceeding customer 
expectations and making sure that products comply with regulations. A quality 
product should have a high degree of excellence and should achieve its stated pur- 
pose. A quality product should be reliable, easy to use, durable, well designed, 
delivered on time, include after-sales services, and have an agreeable appearance. 


Quality refers to the degree of 
excellence of a good or service and its 
fitness for a stated purpose. 


beise 
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To ensure perfect buns at this bakery, this digital 
system leads to better supervisory control that can 
affect the whole baking process. Quality control 
using automated product inspection is a growing 
trend in the baking industry. 

=| 


When managing quality, LSOs will: 
e minimise waste and defects 
e strictly conform to standards 
e reduce variance in final output. 

Operations managers use a variety of approaches to maintain or improve quality. 
Tip Top uses quality control and quality assurance. Many organisations use an 
approach called total quality management. 


Quality control 


Tip Top Bakeries uses quality control to optimise its production process. Quality 
Quality control involves the use control reduces problems and defects in the product using inspections at various 
of inspections at various points in : : i Di ai i n 
ihe produc am process to check ior points in the production process. Many organisations such as Tip Top have minim- 
problems and defects. ised errors and waste by ensuring that standards are met. Specifications or bench- 

marks are set before the physical checks are completed. Actual performance is then 
compared to the established criteria. If the established standards are met it is likely 
that the business will be meeting customer expectations. Competitiveness increases 


as the costs associated with waste and faulty products are reduced. 





In a service organisation, an inspection of employee performance can be used as a 
means of quality control. A bank might inspect teller accuracy, speed or courtesy. In a 
call centre calls might be monitored for quality assurance and control purposes. 


a a © WP vou know? 

i i “a so “Beneath the green grass of the MCG lies 5 kilometres 

d of PVC drainage pipe that stops the surface from 

becoming waterlogged. This pipe is made by Vinidex 
Pty Limited, Australia’s leading manufacturer of 
thermoplastic pipe systems for the transportation of 
“fluid, data and energy. The high-quality pipes produced 
are also used to pump gas through vast pipelines in 
Vew South Wales and South Australia — a leaking 
pipe would be a disaster. 
_ Vinidex uses meticulous quality control as well as 
quality inputs to maintain excellent customer service. 
New materials, as well as the processing technology 
and manufacturing equipment, are carefully examined 
to make sure that Vinidex continues to achieve high 


a wa 2 A tandards in the pipes and fittings industry. 
Quality assurance 


Quality assurance is an integral part of Tip Top’s operations. A quality system is ) 

. . . ; : Quality assurance involves the use 

in place to ensure that set standards are achieved. Tip Top’s quality systems are a 
a of a system so that an organisation 

certified to the ISO 9002 standard. The ISO 9000 series of quality certifications is achieves set standards in production. 

a widely used international standard. ‘ISO’ stands for International Organization 

for Standardisation. Meeting these international Standards is voluntary, but many 

organisations comply with their requirements to remain competitive locally and 

internationally. The ISO provides guidelines on how organisations should establish 

quality assurance systems by adopting specific procedures, controls, and recording 

and documentation measures. Tip Top’s quality system gives assurance to customers 

that it is able to provide safe and reliable products. 


























Total quality management Total quality management is 


Total quality management (TQM) is a commitment to excellence that emphasises 2N Ongoing, organisation-wide 
commitment to excellence that 


continuous improvement in all aspects of an organisations operation by sharing į applied to every aspect of the 

responsibility among all the members of the organisation. Quality becomes both organisation's operation. 

a commitment and the responsibility of every employee in the organisation. The 

aim of TQM is to create a defect-free production process, and maintain a customer 

focus in operations. The adoption of TQM can improve the price competitiveness 

of an organisation, but can also improve product quality, allowing the business to 

attain competitive advantage. To achieve TQM objectives a number of approaches 

may be used, such as employee empowerment, continuous improvement and DID YOU KNOW? 

improved customer focus. Northrop, a US company involved 
W Edwards Deming is known as the ‘founder of the quality movement. His in the production of B-2 aircraft, 

‘total quality management’ concept focuses on managing the total organisation to required each employee to sign a 

deliver quality to customers. He argued that if employees tried to build a product giant scroll which was then hung 

in the right way in the first place, then organisations would avoid the expense of over the plant assembly line. The 

inspection and the waste of rejected products. Improving quality, said Deming, can inscription read ‘Total quality 

also help organisations to increase market share (as a result of better quality and control on the B-2 begins with me’. 

lower priced products), ensure their future and provide more jobs. Oe 
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3.6 The management of quality 





Quality circles are groups of workers 


who meet to solve problems relating to 


quality. 


DID YOU KNOW? 5E 


Australian Arrow Pty Ltd, a 
designer and manufacturer of 
automotive products, uses quality 
circles as a method of problem 
solving. Issues such as product 
quality, employee performance 
and costs are discussed by team 
members who meet regularly 


under a ‘Circle facilitator’, 
( —™ 


Continuous improvement involves 
an ongoing commitment to achieving 
perfection. 


DID YOU KNOW? 3° 


Brambles Limited is a leading 
global provider of support services 
with global headquarters in 
Sydney. One of its businesses, 
CHEP, moves 285 million pallets 
and containers for manufacturers, 
distributors and retailers in 45 
countries. Brambles is committed 
to continuous improvement and 
this has led to increases in its cash 
flow. Continuous improvement is 
done by monitoring best practice, 
minimising its environmental 
impact and supporting local 


communities. 
O 


Quality circles improve the 
quality of production. 











Deming believed that quality prob- 
lems would be best solved with an 
emphasis on employee involvement. 
Many organisations use quality 
circles as a means of achieving 
employee empowerment. Under this 
approach, teams of up to 10 workers 
meet regularly to solve problems 
related to process, design or quality. 
The groups often make presen- 
tations to management with their 
ideas, in order to improve the per- 
formance of the organisation. Such 
programs have resulted in substan- 
tial cost savings for organisations 
— for example, at the Northrop Aircraft division that produces Boeing 747s, 
55 individual quality circles halved the cost of parts within two years. At Chrysler, 
a quality circle discovered that heating rubber seals before installation could pre- 
vent car door leaks. 


Continuous improvement is a process which involves a constant evaluation of, and 
improvement in, the way things are done in an LSO. Higher and higher standards 
are set in the continual pursuit of improvement. Kaizen (Japanese for ‘improve- 
ment’) emphasises continuous improvement in all facets of an organisation, from 
the way the CEO manages to the way assembly line workers perform their jobs. 
Although perfection is practically impossible to achieve, it is the ‘striving’ which is 
important to organisational culture. 











Customer focus 


Deming believed that quality should be the responsibility of every employee. The 


TQM approach considers one of the most important questions an organisation 
should ask: “What does the customer require?’ All teams need to realise that they 
are serving a customer. This is as true for the employees that deal directly with 
external customers as for those that simply pass work on to other employees inside 


the organisation. 
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TEST your understanding 


Outline the main features of quality management. 
Explain why quality control is important to 
organisations. 

In what ways can organisations offer quality 

assurance to customers? 

Explain what is meant by total quality 

management. 

Outline the three approaches which make up total 

quality management. 

Read the following definitions. If a definition is 

false, write out the correct definition. 

A Quality control involves the use of inspections at 
various points in the production process. 

B Quality assurance involves the use of a system 
where an organisation achieves set standards in 
production. 

Total quality management is a commitment 
to quality that is applied to the organisation's 
operations department. 

Continuous improvement involves an ongoing 
commitment to use of inspections. 





DID YOU KNOW? 


Australia Post receives over 
100 000 letters for Santa each 

year. Australia Post has a strong 
commitment to customer service, 
including children, which extends 
throughout the organisation. 
When Australia Post’s successful 
performance in 2007-08 was 
announced, Managing Director, 
Graeme John, said that he would 
‘like to thank all of our people for 
their continuing focus on improving 

Our customer service standards and 


the efficiency of our business’, 
( —™ 


nad 





APPLY your understanding 


7 Kevin is the production manager for IBX 


technology, a manufacturer of Internet security 

software. Recently, the level of product defects has 

increased, although the production process has not 

changed. 

(a) Advise Kevin on strategies that he should use 
to determine the cause(s) of the defects. 

(b) Explain to Kevin the value of introducing a TQM 
approach. 

The name of the Reject Shop suggests that it could 

not possibly sell quality products. Is this true? Use 

the Reject Shop weblink in your eBookPLUS to 

search its web site and see how many references 

to quality you can find. How does the Reject 

Shop ensure that it receives quality products from 

suppliers? 
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3.7 Use of technology 








KEY CONCEPT The acquisition of up-to-date technology is one strategy which 


operations managers use to optimise operations. 


DID YOU KNOW? 


3 is part of Hutchison Whampoa's 
global group of companies. It 
needed to quickly deploy a flexible 
customer management solution. 
The CRM software which 3 now 
uses provides for wireless access 
and integrates with its database 
and web site. This has enabled 3 to 
reduce response times — it means 
that 3 can have a salesperson in 
contact with a potential customer 
only minutes after the customer has 


entered a query on the web site. 
eo —— 


Robotics are highly specialised forms 
of technology capable of complex 
tasks. 


UNIT 3 





Organisations need to acquire up-to-date technology in order to compete effec- 
tively. In the manufacturing sector, technology can be used to speed up (shorten) 
processes and enable fuller utilisation of raw materials. Goods and services can be 
produced using less labour. These factors make the operations process more cost 
effective. Technology can improve quality, leading to increased profitability. Office 
and communications technology have enabled whole markets to open up as busi- 
nesses can reach more customers around the world. 


Office technology 


Technologies used in business today include: 

e computers (mainframe, personal and laptops) 

¢ videoconferencing 

e CD-ROM or DVD-ROM 

e databases 

e mobile telephones 

e Web 2.0 (including web sites such as YouTube, MySpace and Facebook) 
e paging services 

e answering and facsimile machines 

e personal organisers 

° printers 

e podcasts 

e EFT and EFTPOS (electronic funds transfer at point of sale) machines 
e photocopiers. 

Developments in business technologies have created the opportunity for people 
to do more work in less time, which means a greater range of tasks can be com- 
pleted in their working time. These technologies have also enabled office workers 
to work at great distance from the office location. 


Customer relationship 
management 


Customer relationship management (CRM) refers to the systems which organ- 
isations are introducing to maintain customer contact. CRM software can be used 
to improve customer service and increase competitiveness as it stores information 
about existing and potential customers. 

The information can be retrieved and entered by employees from different func- 
tions within the organisation, such as sales, marketing and operations. Because this 
approach improves services, which are now provided directly to customers, costs 
will be cut and productivity can improve. 


Manufacturing technology 


Robotics is a term used to describe special forms of technology capable of com- 
plex tasks, as shown in the figure on page 129. Robots are used in engineering 
and specialised areas of research, as well as on assembly lines where a program- 
mable machine capable of doing several different tasks is required. Robotics allows 


Corporate management 








a degree of precision and accuracy generally unmatched by human labour. In 
addition, robots work without complaint or demands for wage rises in conditions 
that would be soul destroying and often dangerous for employees. Robots and 
robotics are very high cost items that are unaffordable for most small and medium- 
scale manufacturers. 

LSOs are increasingly incorporating automation — the use of computers to con- 
trol the operations process — into their manufacturing operations. 
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Computer aided design (CAD) software generates three-dimensional diagrams 
from a set of given input data (parameters); once the design has been created, it 
can be viewed from multiple angles, assisting both the designer and the end user to 
visualise what will be produced. It is used in a range of organisations. 

From the design, material use can be calculated, as can time for the task to be 
completed. This enables costings of the project to be quantified. If the cost is too 
high or the design is too limited, the input parameters can be altered to reflect 
these requirements. CAD software can customise a series of options that meets the 
clients or customers needs. Normal drafting processes would cost much more, take 
longer and be less accurate. CAD software can also design the sequence of steps 
that would need to be taken to create the desired product in the shortest possible 
lead time using the least material. 

Computer aided manufacture (CAM) is software used to allow the manu- 
facturing process to become computer directed by designing and controlling the 
process. The CAD software can be linked to CAM software to manufacture designs 
that are accepted by clients. CAM can also be used more broadly to calculate how 
much of each input would be required. 

Computer integrated manufacturing (CIM) uses a computerised system to 
combine CAD and CAM to manage the entire production process. Product design, 
analysis, planning, purchasing, costing, inventory control and distribution can be 
controlled by computer. 


Robotics used in the car 
manufacturing industry 





DID YOU KNOW? Oc 


Australian Waterslides and Leisure 
Pty Ltd uses the latest computer 
aided design programs to provide 
quality and safety in its waterslide 
projects. The information can 
quickly be put onto paper for a very 
accurate presentation of ideas and 


information. 
O 


Computer aided design is a 
computerised design tool that allows 
business to create product possibilities 
from a series of input parameters. 


Computer aided manufacture is 
software that designs and controls 
manufacturing processes. 


Computer integrated 
manufacturing is a method of 
manufacturing in which the entire 
production process is controlled by 
computer. 


3.7 Use of technology 


Computer aided design 
allows more scope to 
design complex structures 
such as giant waterslides. 





TEST your understanding APPLY your understanding 
1 How can technology improve operations? 7 Explain how technology can be used to optimise 
2 Explain the impact of technology on service operations in a large-scale organisation. Include the 
organisations. terms ‘computer aided design’, ‘computer aided 
3 What types of tasks are robots useful for? manufacture’, ‘robotics’ and ‘customer relationship 
4 Explain the impact of technology on manufacturing management’ in your answer. 
organisations. 8 Use both the Telstra and Toyota weblinks in 
5 State two benefits and two costs of manufacturing your eBookPLUS to list the types of technology “Saas 
technology. these organisations use and then make a comparison. 
6 Match the following terms with their definition: Explain why the technologies they use are different. 
customer relationship management (a) a computerised design tool that allows business to create product 
(CRM) possibilities from a series of Inout parameters 
robotics (b) software systems which LSOs are introducing to maintain customer 
contact 
computer aided design (CAD) (c) software that designs and controls the manufacturing process 


computer integrated manufacturing (CIM) (d) highly specialised forms of technology capable of complex tasks 


computer aided manufacture (CAM) (e) a method of manufacturing in which the entire production process is 
controlled by computer 


APPLY YOUR SKILLS: Managing materials and quality 





accurately use relevant management terms 


research aspects of operations management using print and online sources 


analyse business information and data 


apply operations management knowledge and concepts to practical and/or 


simulated situations 
discuss key aspects of operations management 


analyse strategies that arise through practices within operations management. 





Six Sigma Is a quality management approach which was originally developed 

by US telecommunications company, Motorola, in the mid-1980s. Six Sigma is 

used to identify and remove the causes of problems in the operations process, so 
that an organisation only produces 3.4 defective parts per million opportunities. 

This translates to a perfection rate of 99.9997 per cent. It uses typical quality 
management methods, including statistical tools to measure variations in the 
operations process, empowerment of staff and training, a commitment to improving 
quality through the whole organisation and continuous improvement. 
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Six Sigma is a quality management 
approach which seeks to identify and 
remove the causes of problems in the 
operations process, achieving virtually 
defect-free production. 


The fur seals and sea lions at the Great Southern Oceans 


= <== Sie: exhibit at Taronga Zoo put on a spectacular show for 








A special team of people within the organisation is established. This is composed 
of staff who have been given Six Sigma training, and are able to coordinate others in 
adopting methods to improve quality. A Tive-step process to problem solving applies 
to Six Sigma, commonly referred to as DMAIC. This is shown in the figure at right. 

Boral produces and distributes a broad range of construction materials and building 
products. Its construction materials division introduced Six Sigma throughout its 
business in Victoria and New South Wales, after successfully trialling the approach in 
New South Wales. Regional General Manger of Boral ACM (Australian Construction 
Materials) NSW/ACT, Tony Charnock, claims that Six Sigma helped the New South 
Wales business achieve a profit of $5 million in its first year of implementation. This 
was through significant input cost reductions and additional production. 

Some projects yielded increased revenue when processes were made more 
efficient. For example, Six Sigma’s statistical analysis was applied to a problem 
with concrete being poured from trucks. After analysing variations in strengths of 
concrete after it was poured, changes were made to the process used in order to 
achieve more consistency. 

Tony regards Boral’s improvement program as a never-ending process. ‘Once 
you start making improvements, new ones keep presenting themselves. That is the 
experience of major companies elsewhere with Six Sigma — and | have no doubt it 
will happen here.’ 


(continued) 
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“ææ UP to 950 people in their new home. Boral supplied 
~ = substantial quantities of concrete to the project. Boral is an 
organisation which has successfully implemented Six Sigma. 


Define 
(project goals that will 
satisfy customer demand) 


| 


Measure 
(and identify) CTQs (characteristics 
that are Critical To Quality) such 
as production capabilities 
and processes, and risks 


| 


Analyse 
(the cause of defects) 


Y 


Improve 
(the process by proposing 
ways to reduce defects) 


Y 


Control 
(the performance of the process 
so that defects are reduced 
or eliminated) 


The Six Sigma DMAIC problem- 
solving process 
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APPLY YOUR SKILLS: Managing materials and quality 





è Once you 

start making 
improvements, new 
ones keep presenting 
themselves. ? 





TEST your understanding most of the 58 large US companies that announced 
Six Sigma programs had experienced a deterioration 


in business performance. Can you think of any 
reason why? 
Use the Six Sigma weblink in your eBookPLUS and 
the case study provided, or find another J N 
example of a large-scale organisation | LETT 
APPLY your understanding which has adopted Six Sigma, to answer = T 
the following questions: 

(a) Why did the organisation decide to adopt the Six 

Sigma approach? 
(b) Describe how the organisation used the Six 

Sigma approach. 
(c) Explain the benefits to the organisation as a 

result of using Six Sigma. 


1 Explain what is involved in the Six Sigma approach. 

2 What aspects of Six Sigma make it a quality 
management approach? 

3 Outline how Boral used Six Sigma to improve its 
operations and achieve its business objectives. 


W 


4 Does Six Sigma seem like an original approach 
to you? Is it just another form of TQM? Is there 
anything about Six Sigma that makes it different to 
other quality approaches? 
Critics of Six Sigma claim that it has had mostly 
negative effects on the organisations that have 
introduced it. In 2006, Fortune magazine stated that 





High-quality paper envelopes 
business 


Ask your teacher if you can complete this activity in class time. The aim of this 
activity is to put your theoretical understanding of business management into prac- 
tical use as you solve problems and make operations management decisions. 


Materials required INSTRUCTIONS 

A4 paper 1 Arrange your class into groups of three or four. Each of these teams will become 
SCISSOTS a business. 

glue 2 Your business has 45 minutes in which to produce as many ‘high-quality paper 


envelopes’ as you can. The following diagram shows you how to construct a 
simple envelope from A4 paper. You are welcome to develop your own design, 
add colour or individual flair, but remember ... time is critical. 

3 Before you begin, allocate responsibilities to the members in your team/business. 
It might be good if someone becomes the CEO. You might also need a quality 
manager and a materials manager. Make sure each team member's role is clear. 
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4 Start producing the envelopes. Hurry, you only have 45 minutes. 
5 The winner is the business with the most envelopes. Alternatively, the winner 
could be the team with the highest quality envelopes. After finishing the activity, 


complete the questions. 


Glue side Glue side 


Divide A4 paper into thirds Fold the bottom third up 
(and glue sides) 


How to make high-quality paper envelopes 


TEST your understanding 


List the elements of your operations system. 

Was your business offering a service or 

manufacturing a product? 

What responsibility did each team member in your 

group have? 

How did your group manage the materials required? 

How did your group make sure that quality was 

maintained in each envelope produced? 

(a) What were the objectives for your business? 

(b) Did you achieve those objectives? How can you 
tell? 


McDonald's game 





Cut the top two corners Fold the top down. Voila! 
You have a high quality 
paper envelope 


APPLY your understanding 


7 Ifyou were to turn your business into a serious 
ongoing venture, you would probably need to find 
new facilities. Design a new facilities layout for your 
business which would optimise operations. 

To improve productivity, one strategy you could 
introduce would be the use of technology. What 
types of technology could you use in your business? 
Can you think of any other ways in which you could 
improve the operations of your business? How could 
you make improvements to productivity? 





A popular online game is the McDonald’s game. This game allows you to manage 


some of the inputs which McDonald’s would use, from its suppliers through to its 
consumers. Use the McDonald’s game weblink in your eBookPLUS to play the 


game, then answer the following questions. 


TEST your understanding 


List the elements of this operations system. 

Does the business in this game offer a service or 
manufacture a product? 

Which aspects of the game would an operations 
manager have responsibility tor? 

What happened when you lost control of your 
materials inputs or ran out of inputs? What did you 
need to do to solve this problem? 

How did problems in your supply chain affect the 
profit trend? 





APPLY your understanding 


6 If you were to be more successful in this game you 
would probably need to redesign the facilities (such 
as the McDonald's store). What could you change in 
the facilities layout in order to optimise operations? 
What other operations management strategies could 
you use to improve productivity in the game? Explain 
your answer. 

Outline some of the ethical issues which are raised 
within the game. Which of these apply to operations 
management? 
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Ethical and socially responsible management 


g of an operations system 








KEY CONCEPT Operations managers must be aware of socially responsible 
and ethical management when pursuing organisational objectives. 


You might not think that a bank would need to be concerned about its impact on 
the environment, or about the ethical and socially responsible practices of its sup- 
pliers when it comes to operations management. The NAB does just that, however, 
as shown in its commitment to sustainable business practices. NAB’ corporate 
responsibility policies outline how it will lower costs by improving efficiency and 
minimising waste, and how it will work with suppliers in an ethical and environ- 
mentally friendly manner. 

Ethical management is about the application of moral standards to management 





DID YOU KNOW? 


In 2007, Toyota Australia behaviour. Socially responsible management refers to management's awareness of 
introduced a green information the social and environmental consequences of its actions. 

technology policy which proposed It can be expensive and time consuming to manage an operations system in an 
ways of cutting the amount ethical and socially responsible way. However, it does bring benefits. Behaving in 
of electricity used by computer a socially acceptable and honest manner can improve the reputation of an LSO, 
systems. improve efficiency and reduce costs in the long term. The aspects of ethics and 
SOOO social responsibility which would concern an operations manager include: 


1 Managing inputs appropriately 

An operations manager should attempt to use inputs which do not have a serious 
impact on the environment. The inputs used in a production process also create 
waste. In the desire to keep down the costs of production, organisations should not 
be tempted to use cheaper, illegal waste disposal methods. 





DID YOU KNOW? 


Simplot Australia is a food and 2 Managing suppliers appropriately 

agribusiness corporation which Many organisations work with their suppliers to ensure that they follow guidelines 
manages well-known brands such on ethical and socially responsible behaviour. It is also not appropriate for organ- 
as Edgell, John West, Birds Eye, isations to provide preferential treatment to suppliers that offer gifts such as free 


and Leggo's. Its supplier guidelines meals, trips or entertainment, or to select suppliers based on personal friendships. 


outline how it expects suppliers to 
be socially responsible corporate 
citizens. Simplot will only deal with 
suppliers who have high standards 
of ethical business behaviour. 
eee nn 


3 Managing staff appropriately 

Operations managers must make sure that the organisation's facilities and tech- 
nology contribute to the health and welfare of staff. Irregular or incomplete main- 
tenance of production facilities can result in detrimental consequences. Toxic 
production processes can threaten the health of employees, as has been the case 
with asbestos mining and manufacturing. 








=i 


4 Managing the customer relationship 
T ey Side a , appropriately 

El = > TN" e An operations manager needs to make 
"n A = sure that the goods produced are of 
re a i the required quality, that they are safe 
| i and reliable. Dangerously defective or 
y harmful products can result in the injury 
or death of consumers. The delivery of a 
product can raise issues around the eth- 
ical and socially responsible behaviour 
of managers, such as fair and equitable 
treatment of customers. 

It may appear that the ethical and 
socially responsible decisions that an 
operations manager needs to make are 
straightforward. In reality, however, the 


Most retailers are serious about providing safe 
and reliable products. 
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choice between what is best for the LSO and what is best for society and the environ- 
ment is not always simple. At times, the pressure to make profit for the organisation 
can be overwhelming. Some of the solutions may involve the use of technology, which 
can result in job losses. Running an ethical and socially responsible organisation is 
actually very challenging. 

In attempting to cover these four main aspects, NAB has reduced its greenhouse 
emissions by reducing energy consumption from buildings, using green energy and 
making energy efficiency a key priority. NAB uses video and teleconferencing to 
reduce travel-related greenhouse emissions. Office paper and old computer equip- 
ment is recycled. NAB’s customer statement provider supports Toptree — an initiative 
which involves trees being planted for the pieces of paper used in statement produc- 
tion. Between July 2006 and June 2007, over 4000 trees were planted. 

NAB has taken a preventative approach to health and safety, aiming to provide a 
safe and secure workplace through a positive health and safety culture. It has used 
licensed and accredited health and safety management systems to reduce injuries. To 
improve the customer relationship, NAB has developed inclusive financial products, 
such as products for low-income earners. The Step UP loan program (a low-interest 
loan) won Money magazine’s ‘Best Socially Responsible Product’ in 2007. NAB has 
introduced Vietnamese, Chinese and Korean versions of its web site and multilingual 
ATMs. Accessibility to branches has been improved for customers, including instal- 
lation of automatic entrance doors and wheelchair accessible counters. 





TEST your understanding 


1 Outline the main reasons why operations managers 4 
must take ethical and socially responsible decisions 
very seriously. 


DID YOU KNOW? 


James Hardie Industries 
manufactured and sold asbestos- 
related products for a large 

part of the twentieth century. 

It established a trust in 2001 to 
provide financial compensation 

for victims of asbestos-related 
diseases caused by its products, but 
the organisation has been criticised 
for not providing sufficient funds to 


settle claims. 
O: 


A safe workplace environment is one aspect 
of social responsibility. 


APPLY your understanding = 


If you were the manager of a waste management 
company, what factors would you consider in 
selecting a new facility site? 


2 What are the benefits and costs of managing 5 Discuss whether or not it is ethical to accept free 
an operations system in an ethical and socially gifts from suppliers. 
responsible manner? 6 Use the BSR weblink in your eBookPLUS to 


3 Should an organisation be concerned about the 
likely impact of new technology on employees and 


select a report that interests you. Read the article 
and outline the ethical and social responsibility 


eBook- =) 


issues involved. (Business for Social Responsibility 
provides information about the social and ethical 
responsibilities of business.) 


the community? Give reasons for your answer. 


EXTEND YOUR KNOWLEDGE: Socially responsible and 


ethical management 








KEY CONCEPT An operations system should be managed ethically and with 
social responsibility. 





Laying waste to yesterday's widgets 


The greenies have invaded the computer room. No longer seen as hysterical hippie 
propaganda, green thinking is becoming increasingly the norm in organisations. 

lan Burks, chairman of the Australian Information Industry Association 
environment special interest group, says its members have shifted their approach to 
green IT to see the financial benefits. 

‘Being green used to be driven by a moral position and now it Is driven by a 


Green thinking financial one.’ 

iS becom | ng Gartner analyst Andrew ele says no matter what your views on climate 
; , change, going green saves money: ‘Efficiency gains have both green and cost 
INCredsl ngly the norm benefits.’ And he says customers are asking businesses for their green credentials. 


Most global big guns are turning green. Earlier this month, Intel introduced its 
Climate Savers Smart Computing program to Australia. It was initiated last year in 
the US by Intel and Google and has support from the likes of Dell, Hewlett-Packard, 
IBM, Microsoft and Fujitsu. 

It aims to address the amount of power consumed by PCs and servers. The goal is 
to achieve a 50 per cent improvement in global computer energy efficiency by 2010. 
Using less power means fewer carbon dioxide emissions and the program aims to 
reduce these by 54 million tonnes a year by 2010. 

Lorie Wigle, an Intel marketing director, is the program’s co-founder and president. 

‘We're asking people to change their procurement guidelines to buy energy- 
Procurement refers to the sourcing of efficient systems and to deploy power management in their configuration,’ she says. 
materials from the right suppliers at the ‘Power management is about reducing power consumption; it can save 60 per cent 
best possible price, in the right quantity of the power consumed. The energy management function on all computers should 
and quality, at the right time, and in a at 
the right place. be turned on, so when a computer is inactive it goes (to) sleep. 

Sean Casey, an Intel Australian business development manager, says power 
management clearly saves money but automating the process makes more 
sense. ‘How many PCs in offices ... are left on all weekend? Turn PCs on and off 
automatically rather than rely on everyone in the office to do it and say “Oh, | forgot 
to turn It off this weekend” .’ 

And don’t even think about using screen savers: ‘They do not save energy,’ he 
says. Earlier this month, Telstra switched off screen savers on about 36 000 of its PCs. 

Data centres have the capacity to deliver greater energy savings. Intel is 
consolidating its 120 data centres worldwide Into 20 by reducing the number of 
servers. Mr Casey says this will save money on power and cooling costs, as well as 
associated infrastructure upgrades. 

‘Servers have gone from single core to dual core to quad core in a single processor. 
All of a sudden the performance of one server does eight to 10 to 20 times the work 
of servers five years ago.’ 

Dell's goal is to become the greenest technology company on the planet. Its head 
of corporate social responsibility, Catherine Dickson, says the company incorporates 
green thinking in the design, manufacture and recycling of its products. 

‘It's not Just a smart green IT approach but a smart business approach,’ she says. 
‘Green IT has given us a way to express Innovation in the company.’ 

For example, maximising the battery life on notebooks drives energy-efficiency 
design changes across its product lines. Dell is designing its PCs to consume up to 
a quarter less energy by 2010. ‘We also design out hazardous compounds,’ says 
Ms Dickson. ‘We have less than 1 per cent of lead in our computers and we are 


designing out brominated flame retardant from plastics by 2009.’ J 


in organisations.®’ 
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She sees customers as the biggest opportunity to reduce 
carbon emissions: ‘We can educate and influence them to do 
the right thing. We can help them by supplying our (green) 
products.’ 

But with IT companies pumping out products each year, all 
that old equipment contributes to the rise of waste. 

Recycling programs were developed to stem the tide of 
e-waste. In 2005, the Victorian Government and Hewlett- 
Packard started Byteback, a free program to help people and 
small business dispose of equipment. There are five depots in 
Victoria, with plans for a national roll-out. Under the scheme, 
vendors pay tor the transport and recycling of equipment 
bearing their brand. 

The equipment is disassembled and the components 
recycled. For example, the copper wire, steel and other 
metals are reused and plastics are used for things like fence 
posts and pallets. 

But Gartner’s Mr Rowsell-Jones says more can be done. 

‘The total information and communications technology 
industry contributes 2 per cent of carbon dioxide emissions 
globally, which is the same as the global airline industry. 

‘It’s only 2 per cent of the problem. The next gain is the 
other 98 per cent. 

‘The focus on green right now Is operational efficiencies. 
There are direct energy savings to be made. 

‘And the IT industry can help businesses become more 
energy efficient.’ 

He suggests organisations hold videoconterences to avoid travel; move their truck 
depots to where most of the trucks are; and implement hot desks where people 
Share PCs and only use them as needed. 

‘Green is a very effective change-management tool,’ he says. ‘Ask people to give 
up something to save the company money and they may complain but If you ask 
them to give It up to save the planet (they're happier to do so).’ 

Ms Dickson says Dell saves energy across the whole of its business operations. 

‘We are committed to becoming carbon neutral,’ she says. ‘This year, we are not 
just buying carbon credits or green energy, we are saving two million a year making 
Our operations more efficient and using less electricity.’ 

And what of the notion that Australia is just too small to make a difference to 
global energy savings? 

Well, every bit helps, and Ms Wigle says that It’s all about improving the 
environment one computer at a time. 
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Source: Extracts from C Karena 2008, in The Age, 1 July. 


TEST your understanding 


1 Why are organisations taking social responsibility 
seriously and becoming green? 
2 Outline some of the methods which can be used by 
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EXTEND your understanding 


5 Explain how optimising the operations of an 
organisation can contribute to the objectives of an 
LSO, in terms of bottom line and social responsibility. 
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The wind turbines on the roof of 
CH2, Melbourne's Council House 2 
six-star energy rated green building, 
assist in expelling warm stale air 

from the floors below, eliminating 
the need for conventional air 
conditioning. Green office 

buildings are a way of increasing an 
organisation's efficiency in the use of 
resources such as energy, water and 
materials. Additional benefits, such 
as improved indoor environmental 
quality, can also have a positive effect 
on staff productivity. 





LSOs to reduce energy consumption. 6 Use the Corporate Responsibility Index weblink 


3 What are some of the costs of using new 
technology? 

4 Explain what organisations are doing to solve this 
problem. 


in your eEBookPLUS to find any articles related to 
operations management. What do they tell you 
about issues that relate to operations, such as 
efficiency, supply chain and workplace safety? 





Compare your answer to those of other students in 


the class. 


CHAPTER 3 review 





Summary 


The operations function and its relationship to business objectives and 

strategies 

e Operations management is the function which combines the roles of planning, 
organising and controlling in order to ensure that the organisation produces goods and 
Services. 

e Operations management is responsible for transforming inputs into outputs. 

e The characteristics of operations management differ according to whether the organisation 
is a manufacturer of goods or a provider of a service. Manufacturers produce tangible 
products while service organisations produce services, which are intangible. 

e Most modern organisations produce a combination of both manufactured goods and 
services. 








Digital doc: 
A glossary of key terms for 


this chapter is available in 
your eBookPLUS. 


Key elements of an operations system 


e The elements of an operations system are inputs (raw materials, capital equipment, 
labour, information, time and money); the transformation process; and outputs (the 
finished product or service). 


Operations, productivity and business competitiveness 


e The operations management function influences quality, cost and availability of 
an organisation’s goods or services, which affects how the organisation achieves 
its other main objectives (profitability, market share, return for investors and social 
responsibility). 

e Productivity measures the amount of output produced compared to the amount of 
inputs that go into production. Productivity improves if the level of inputs is reduced 
to obtain the same level of output, or if more output Is produced from the same 
input. 

e An organisation which can improve productivity will become more competitive. 


e Business competitiveness refers to the ability of an organisation to sell products in a 
market. Organisations are competitive when they are able to do things better than 
competitors (competitive advantage). 


e When organisations compete on cost, they provide customers with the same products as 
competitors, but at a lower cost. When organisations compete on differentiation, they 
deliver quality products for the same price as competitors or they deliver products faster 
than competitors for the same price. 


Facilities design and layout 


e Management of a facility's design and layout involves planning the layout of workspace 
so that production will flow smoothly. Equipment and technology within the operations 
system needs to be arranged in order to maximise efficiency of production. 


e When choosing the best layout, an operations manager needs to consider physical 
Space, what equipment and technology to use, location of stock and warehousing, 
links between stages of production, work environment and legal regulations (such as 
occupational health and safety and building constraints). 


e The layout an operations manager chooses will depend on the type of operations 
conducted by the organisation. The main types include (beginning with the 
manufacturing layouts): fixed position layout (large-scale projects) and product layout 
(high-volume production). The process layout (or functional layout, which deals with 
high-variety and low-volume production with equipment and machinery grouped 
together according to function), retail layout (which should attract customers and 
allow easy movement) and office layout (which should allow for efficient movement of 
intormation and access to resources) apply to all types of organisations. 
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Materials management 


Materials management is the strategy involved with managing the use, storage and 
delivery of materials, to ensure the right amount of inputs is available when required in 
the operations system. 

Materials planning is completed using master production scheduling (MPS) and materials 
requirements planning (MRP). 

Inventory control ensures that costs are minimised and that the operations system has 
access to the right amounts of inputs when required. A common approach used by 
many organisations in Australia is the just in time (JIT) system of inventory control. 
Supply chain management is a materials management approach which guarantees the 
supply of quality inputs. Organisations work with suppliers to make sure that materials 
are delivered efficiently and in the right quantities. 


The management of quality 


Quality management is the strategy which an organisation uses to make sure that its 
product meets customer expectations. Three quality approaches are quality control, 
quality assurance and total quality management. 


Quality control involves the use of inspections at various points in the production 
process to check for problems and defects. Performance is measured in relation to set 
Standards or benchmarks. If the established standards are met then it is likely that the 
business will be meeting customer expectations and will be competing effectively with 
competitors. 


Quality assurance involves the use of a system where an organisation achieves set 
standards in production. A widely used international standard is the ISO 9000 series of 
quality certifications. 


Total quality management (TQM) is an ongoing, organisation-wide commitment to 
excellence that Is applied to every aspect of the organisation's operation. Total quality 
management can improve product quality, making the organisation more competitive. 
A number of approaches may be used, such as employee empowerment, continuous 
improvement and improved customer focus. 


Use of technology 


Technology can improve operations. Organisations need to acquire up-to-date 
technology in order to compete effectively. 


Technology is used in the manufacturing sector to speed up processes and enable fuller 
utilisation of raw materials. This improves productivity and makes the operations process 
more cost effective. Office and communications technology have enabled new markets 
to open up, costs to be cut and productivity to be improved. 


Robotics is a highly specialised form of technology that replaces something usually 
done by humans. Robots often undertake tasks which are risky for employees to 
undertake. 


Computer aided design (CAD) is a computerised design tool that allows business to 
create products and modify them. Computer aided manufacturing (CAM) is software 
that designs and controls the process of producing a product. 

Customer relationship management (CRM) refers to the systems which organisations 
are introducing to maintain customer contact. CRM software stores information about 
existing and potential customers. 


Ethical and socially responsible management 


Operations managers must be aware of socially responsible and ethical management 
when pursuing organisational objectives. Organisations that do so will benefit from 
improved organisational performance. 
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Review questions 





Test your knowledge of key 
terms by completing the 
crossword or the definition 
practice activity in your 
eBookPLUS. 







10 
"n 
12 


13 
14 
15 
16 
17 
18 
19 


20 
21 


22 


TEST your understanding 


Explain how the operations management function supports the organisation in 
achieving its objectives. 


Compare and contrast the operations of a manufacturer and a service organisation. 
Outline the role of an operations manager, using examples. 

List the four strategies used by an operations manager. 

Explain the three elements of an operations system, using examples. 

What is meant by productivity and how can it be improved? 

In what ways does productivity influence an organisation’s competitiveness? 


Productivity is one key performance indicator used by operations managers. List three 
others. 


What does an operations manager need to consider when choosing the optimum 
facilities design and layout? 


List the main types of layout. 
Why is materials management such an important strategy for optimising operations? 


Differentiate between master production scheduling (MPS) and materials requirements 
planning (MRP). 


Outline the importance of inventory control, using examples. 

What Is supply chain management? 

How can quality management make an organisation more competitive? 
Describe the main differences between quality control and quality assurance. 
Explain what is meant by total quality management (TQM). 

Outline how technology can be used to improve operations. 


Differentiate between computer aided design (CAD) and computer aided 
manufacturing (CAM). 


Explain what is meant by customer relationship management (CRM). 

What are the benefits and costs of operations managers acting in an ethical and 
socially responsible manner? 

Give three examples of ethical and socially responsible issues that may arise in 
operations management. 


APPLY your understanding 


23 


24 


25 


Give examples of how an operations manager of a confectionery manufacturer might 
use the roles of organising and controlling in his or her job. 

Choose a real-life example of a manufacturer and a service organisation. For each 
example, outline the inputs, processes and outputs of their operations. 

Organisations compete on cost and on differentiation (delivering quality products for 
the same price as competitors or delivering products faster than competitors). Match 
the following business activities with the intended outcome. 


‘Tailor’ products to customers ... to compete on cost 

Eliminate waste ... to compete on quality 

Use automated production equipment ... to compete on speed of delivery 
Strictly comply with design specifications ... to compete on cost 

Respond quickly to changes in demand... to compete on quality 
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26 One strategy used to improve operations is the use of technology. For example, if an 
organisation used labour-intensive operations (making extensive use of people to do 
the work) to manufacture cars then it may not be as efficient as another organisation 
using automated equipment. Fill in the following table by listing (and explaining where 
necessary) strategies that an operations manager could use to achieve the stated 
business objectives. The first answer has been completed for you. 


Business objective Operations strategy 


Increase the quality of customer service Technology — introduce customer relationship 
management system 


——— 
competitiveness 
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27 Pick a large organisation such as Australia Post or Coca-Cola Amatil Limited and list 
three of its business objectives. You could find this information on its web site, in 
its annual report or in soeeches made by one of Its executive managers. For each 
objective, state what strategy the operations manager could use to help achieve the 
goal. 


Exam questions 


Question 1 (VCAA Business Management exam 2006, question 1) 


a. Define these terms. 
i. productivity 
ii, outsourcing 


1+ 1=2 marks 


Question 2 (VCAA Business Management exam 2006, question 2) 
c. Discuss the relationship between a quality strategy and business competitiveness. 


2 marks 


Question 3 (VCAA Business Management exam 2005, question 3) 


Fierce competition in the mobile phone industry has forced Logicall, a Melbourne-based mobile phone 
manufacturer, to examine its operational management system. 


a. Describe three strategies the operations manager could use to improve Logicall’s competitiveness. 


6 marks 


b. Explain the three key elements of an operational management system with reference to an organisation 
that you have studied this year. 


6 marks 
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Question 4 (VCAA Business Management exam 2007, question 3; and this style of question has appeared in a number of exams.) 


Pacific Paint 
Memorandum 
Date: 29 August 2007 
To: Jerome Jones (Operations Manager) 
From: Magnus Larsen (CEO) 


Topic: High wastage and inappropriate disposal of materials 


Urgent Message: 


It has come to my attention that your department has caused significant spillage of oil and paint over 
the past 6 months. Traces of this oil and paint have been found in the city’s waterways and the Water 
Board is considering prosecution. 

The local community is threatening to boycott our products and encourage our international 
customers to do likewise. 


I will come to see you on Monday at 10.00 am to hear how you will resolve this situation. 





Jerome Jones has reviewed the operational procedures and determined that manual handling errors are 
to blame for the spillage of oil and paint. He believes that introducing new technology will eliminate this 
problem. This will lead to the redundancy of 15 staff. 


d. Identify and explain two operations management strategies (apart from technology strategies) 
that Jerome Jones could introduce and discuss how these strategies could improve business 
competitiveness. 


4 marks 


e. Discuss the elements of an operations management system. Illustrate your answer using a service firm. 


4 marks 


School-assessed coursework 
OUTCOME 3 


Discuss and analyse strategies related to operations management. 


ASSESSMENT task — case study 


Time allowed: 50 minutes 


Digital doc: 
Your exam questions and 
school-assessed coursework 
are available in Microsoft 
Word format in your 
eBookPLUS. 







Marks allocated: 40 marks (the marks for each question are indicated at the end of 
each question) 






Conditions: closed book (no notes or textbooks may be used when completing 
this task) 
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Inside the automated factory, raw ingredients (skim milk powder, sugar and 
dextrose) are mixed together with filtered water and undergo sterilisation. Live 
Lactobacillus casei Shirota strain is added to the milk to begin the fermentation 
process. Citrus flavour is added to the mixture. During fermentation, the bacteria 
rapidly multiply. The mixture is homogenised so that it has a smooth consistency and 
then it is diluted with filtered water to produce the final product. 

Yakult’s unique plastic bottles (they are very small — 65 ml) are created on-site and 
manufacturing staff monitor the quality of the product to ensure it meets the highest 
standards. A filling machine which has the capacity to fill 36 000 bottles per hour tills 
the bottles with Yakult. They are then capped with a foil lid, printed with a use-by 
date, sealed and transferred along the conveyor belt to the packaging facility. Yakult 
needs to be stored and distributed at temperatures below 4°C. 


Quality at Yakult 


Yakult’s quality management system (QMS) 
complies with the International Organization 
tor Standardisation’s relevant Standard 

(ISO 9001:2000). This means that Yakult 
meets the highest international food 
manufacturing standards. All company 
procedures are documented and are 
regularly audited. In terms of quality control, 
individual bottles are randomly inspected for 
incorrect printing and lid sealing. Product 
Samples are collected and assessed for 
quality, composition and taste in Yakult’s 
on-site quality control area. 










Yakult’s small bottles 
appeal to children, while 
the consistent quality of 
the product appeals to 
their parents. 


Waste management 


Yakult Australia is very much aware of the need to minimise its environmental 
impact. Its waste management strategies, such as recycling of paper products and 
plastic waste, have resulted in more than 99 per cent of raw ingredients being 
utilised. Cleaning waste goes into a holding tank in the on-site water treatment 
facility. 


Define the following terms using examples from the Yakult case study: 
e product layout 
e inventory control 


e automation. 3x2=6 marks 
2 Outline the inputs used by Yakult. 2 marks 
3 Describe the output of Yakult. 2 marks 
4 Identify and explain three considerations that would have been taken into 

account when Yakult planned the factory layout. 6 marks 
5 What are the main differences between the operations of a manufacturer 

and a service provider? Which category does Yakult fit under? 4 marks 
6 Explain what materials management is about. Describe all of the materials 

which Yakult needs to manage. 4 marks 
7 Discuss the benefits to Yakult of using Materials Requirements Planning 

(MRP). 4 marks 
8 Describe two quality strategies used at Yakult. 4 marks 
9 Outline another quality strategy which could be used by Yakult. 4 marks 

10 Explain how Yakult has incorporated social responsibility into its 


operations system. 4 marks 


The operations management function + CHAPTER 3 143 





MANAGING PEOPLE 
AND CHANGE 





a 


o o 


a A G=™ 

1c 
| | i D 
o W ke 


p 


=== 
i] 


| 


p P J 
ry fr “I f 
a J 
[=] 
To 


q 


7 y 
| | 








z PA A ~ y 











d 


= 
E | 
wt WV 





© 


lan Robinson, managing director of Yazallah Logistics Limited, 
presented the following report at the organisation’‘s last annual 
general meeting. 

Yazallah has a clear strategy for the future. We are committed 
to being a global leader in the agribusiness industry, and over 
the past 12 months have made significant progress towards 
achieving this objective. 

In 2007, Yazallah commenced an extensive restructure of 
the organisation, targeting the functions of human resources 
and operations. The success of the program so far has resulted 
in two years of strong operating performance and created a 
platform for future expansion. 

To carry this restructure into the next phase, Yazallah has 
developed key building blocks that underpin the organisational 
structure and the decision-making process: 

1 Human resource initiatives 

— Continued emphasis on the recruitment of regional 
personnel. Local people are better equipped to deal with 
their specific issues. They understand the local culture and 
are quick to react to a changing environment. 

— The introduction of the VITAX Training and Development 
System. The skills base of our employees will constantly 
be upgraded in response to the introduction of new 
technology. 


The human resource 


management function management 


The management of 


change ee 
organisation 
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— The continuation of programs aimed at systematically 
developing our culture as a unique and competitive asset. 
These programs involve our people at all levels. They help 
foster diversity, create opportunities, encourage ongoing 
learning through training and education, promote a 
healthy life balance and build a distinctive culture. They are 
designed not only to nurture individual talent, but also to 
develop Yazallah as an organisation that is more able to 
meet the expectations of customers, shareholders, staff and 
the community. 

2 Change management 

The first step towards change Is knowing that you need to 

change. After extensive customer consultation we knew we 

had to change. Consequently, we have decided to devolve 
our financial services into small, community-based businesses, 
each with a local regional manager in charge. Our local teams 
will treat their business and customers as their own. They 

will have their own statement of financial performance and 

increasingly share in the local results they create. We will 

provide ongoing support and training to our staff to assist 
them to deal with this fundamental change to our operating 
system. 

On behalf of the senior management team, | thank all 

Yazallah’s people for their efforts over the past year. 


Analyse and evaluate practices and processes related to human resource 


Analyse and evaluate the management of change in a large-scale organisation, 
and evaluate the impact of change on the internal environment of a large-scale 


A 


The human resource 


management function — 
factors involved 


WHY IT IS IMPORTANT 


You've just started your first day at a new job and you are handed a compass, thermos flask, two- 
way radio and a book about reaching the summit of Mount Everest, the highest mountain in the 
world. You might think, ‘What are they expecting from me?’ It’s a novel approach. Employees in the 
marketing division at the Royal Bank of Scotland are in fact given these items with a personalised 
note from the HR Director, welcoming them to the company. In a sense this is what human resource 
management is all about. It’s about trying to get staff to accept the challenge of working for an 
organisation and assisting that organisation to achieve its own ‘Everest’. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 





Relationship of human resource Employee expectations, including conditions 
function to business objectives of employment, occupational health and 
and business strategy safety (OH&S), job security and work-life 
balance 





Key principles of Maslow’s, Herzberg’s 
and Locke's theories of motivation 


Ethical and socially responsible human 
resource management 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

accurately use relevant management terms 

research related aspects of human resource management using print and online sources 

analyse business literature, information and data 

evaluate key aspects of human resource management theory 

apply human resource management knowledge and concepts to practical and/or simulated situations 
evaluate different practices and processes for managing human resources. 
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FedEx cares 


FedEx is a well-known logistics services company delivering packages all over the 
world. The express part of the business has 142 000 employees — that’s a lot of 
employees to keep happy. 

FedEx has gained a reputation as a good people manager. According to FedEx’s 
Australian managing director, Rhicke Jennings, one important aspect of good 
leadership is knowing and caring about your employees. He feels that the company’s 
success has been due to employees actively working to turn the company’s business 
Strategy into reality. Jennings says: ‘Since inception, we've lived by the principle that, 
if we take care of our people, they will take care of our customers. And if we have 
satisfied customers, they will take care of our profits. That's what we call our PSP 
(people, service, profit) philosophy.’ 

Jennings thinks the secret to great relations between management and employees 
is communication. The company has a private television network called FedEx TV 
that is able to broadcast information from the top and throughout the organisation, 
including what is happening at FedEx. Communication is not just via the electronic 
medium. The company has a philosophy of management talking to employees in 
every facet of the business. According to Jennings, there is an ‘open door policy’ and 
employees feel free to talk to him and other senior managers if they need to. Annual 
surveys also help to keep management in touch with employee expectations and 
decision making is relatively decentralised. 


FedEx delivers packages to 97 per cent 
of the world within 24 to 48 hours. 


... we've lived by 
the principle that, 
if we take care of 
our people, they 
will take care of our 
customers. 
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4 Relationship of human resources fo business 
® 


objectives and strategy 





> KEY CONCEPT Effective management of people (human resource 
management) is likely to result in an organisation achieving success and 
fulfilling its objectives. 


Human resource management 


Reflect on either a part-time job you enjoyed doing, or a class you liked attending. 

What made these experiences so worthwhile? Your enjoyment was probably due to 

a combination of factors: 

e You believed you were treated fairly and honestly. 

e Your work was appreciated. 

e Positive reinforcement, in the form of praise, was given for a job well done. 

e Your involvement gave you a feeling of self-worth. 

e Criticism, when given, was constructive. 

e Conflicts, when they arose, were dealt with sensitively and appropriately. 

e There was a harmonious atmosphere in the workplace/classroom, with positive 
work relationships between the staff (and students). 

e You felt part of a team working together to achieve a specific goal. 

Most organisations that are successful in the long term maintain a balance 
between concern for success (expansion or profit) and regard for their employees. 
Better work and employment relationships begin with an understanding of how 
people interact. 


Role of human resource management 


A large-scale organisation usually establishes a separate department (human 
resources or HR) to be responsible for all aspects of staffing (see the figure on 
page 149). The manager of such a department — a human resource manager — 


A human resource manager coordinates all the activities involved from acquiring to terminating employees of 
COON ar al Were Veo Nay an organisation. Human resource management is the effective management of the 
in acquiring, developing, maintaining 

and terminating employees from an relationship between the employer and employees. 

organisation's human resources. As the name suggests, employee relations (or human resource management) 
— begins with acquisition — that is, getting people to work for the organisation. 
Human resource management, in Next, plans and procedures need to be put in place to induct, train and develop 


Dee cnn Cee these employees. As well, steps must be taken to keep these valuable resources. 
effective management of the formal 


relationship between the employer and Finally, there are times when employees will separate from the organisation, either 

employees. voluntarily, through retirement or resignation, or involuntarily, through retrench- 
ment or dismissal. This process is referred to as the employment cycle and will be 
examined in detail in chapter 5. At the heart of all these activities is the employee. 
Hiring the ‘right’ person for the ‘right’ position at the ‘right’ time is of crucial impor- 
tance for the organisation. 


Relationship to organisational 
objectives and strategy 


Organisational objectives outline what the organisation wants to achieve. Employees 
are the human resources used to achieve those objectives; they coordinate and com- 
bine other resources such as equipment, raw materials and finance to produce goods 
and services. In this sense, employees are the most crucial of all inputs. 
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Production 
manager 


Finance 
manager 


Marketing 
manager 


Personnel 
team 


Training and 
development team 


Occupational 
health and safety 
team 


Employee 
relations team 


One example of how the human resource management function fits into the 
organisational structure 


Let’s use a simple case to illustrate. If a manufacturing company’s objective is to 
be the ‘most efficient and reliable supplier’, its human resource policies and practices 
should be aimed at attracting, retaining and motivating staff to ensure they are able to 
meet their customers’ supply needs. Being efficient means having a reliable workforce 
that can do the job when required. In order to turn this objective into reality a strategy 
of improving employee skills through training and development may 
be used. In addition, setting performance objectives for individual 
staff members to improve their efficiency will help the organisation 


Company 
objectives 


achieve its objectives. This might be as simple as setting the objective Most reliable 
that an individual employee will be able to produce more products supplier 

per hour of work. Other strategies that will assist the achievement Increase in 
of organisational objectives include adhering to occupational health sales 

and safety standards and ensuring staff motivation remains high (see jncrease in 
pages 160-3 for more information on motivation theories). profits 


Well-designed human resource management policies and prac- 
tices can improve the performance of organisations. Good job 
designs, extensive training programs, flexible work practices and 
good communications can all assist to maximise performance and 
enable the organisation’s objectives to be achieved. This table shows 
some practical examples of how company objectives can be trans- 
lated into HR objectives and strategies. 


Provide safe 
workplace 


TEST your understanding 


What are human resources? 

Define what you understand by ‘Human resource 
management’. 

Why are human resources the most important 
resource used by organisations? 

What is the relationship between HR and 
organisational objectives? 


the future? 


objective? 





HR objectives 


Increase worker 
productivity 


Develop sales 
Skills 


Improve product 
knowledge 


Reduce number 
of accidents 


HR strategies 





Thorough 
selection process 


Ongoing training 


Regular 
performance 
appraisal 


Establishment of 
work teams 


Introduction of 
flexible work 
practices 


6 An accident in the workplace has closed a factory 
tor two days. How do you think a human resource 
manager could attempt to avoid a similar situation in 


A company has an objective of ‘increasing exports 
to Asian markets’. What HR policies and practices 
would need to be put in place to achieve that 


APPLY your understanding 


5 A large pizza outlet employs 20 staff. List four ways 
management could use staff to maximise output. 
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Look at the FedEx case study at the start of the 
chapter and explain three ways the company’s 
HR practices help to achieve the objectives of the 
business. 


AV 


4 2 Expectations of people working for 
© 


large-scale organisations 





> KEY CONCEPT Employees working in large-scale organisations have 
expectations. Employee expectations are those things that employees expect 
their employer to do or provide during their employment. 


DID YOU KNOW? 


‘A business has to be involving; it 
has to be fun; and it has to exercise 
your creative instincts.’ 


Richard Branson 
O: 


Industrial democracy or 
empowerment is the move towards 
increasing the influence of employees 
in decisions affecting their organisation 
and their jobs. 





People who work for LSOs have rights and responsibilities under their employ- 
ment contracts, as well as expectations about their employment conditions. These 
expectations vary among individuals, but the majority of employees would expect: 
e honest and fair treatment 
e a clean and safe work environment 
e opportunities for training, development and promotion 
e constructive feedback 
e a sense of satisfaction 
e correct payment 
e a secure but flexible work arrangement 
e a workplace free of abuse, harassment and discrimination. 
In a similar fashion, organisations would expect their employees to: 
e be committed to their job 
e be punctual 
e follow reasonable requests 
e work cooperatively in teams 
e provide excellent customer service 
e complete projects on time 
e act honestly and fairly. 

Research shows overwhelmingly that when the expectations of both the 
employees and employers can be met, the result is more satisfied staff and ulti- 
mately more satisfied customers. 

Organisations that want to retain good staff must be aware of their employees’ 
expectations and use strategies to meet these expectations as far as possible. Bene- 
fits to the organisation include lower staff turnover and the subsequent reduction 
in costs associated with hiring and training new staff members. Employees that 
have their expectations met are likely to be more motivated to do a good job, and 
so productivity will increase. 


Changing employee expectations 


The workforce today is well educated, and employees increasingly want challenging 
work, greater responsibility and autonomy. They are more aware of occupational 
health and safety issues and the effects of stress, often due to long working hours. 
There are more women in the workforce, so many employees are seeking increased 
equity in employment opportunities and trying to find a balance between work 
and family. 

Employees are also demanding the right to be more involved in the decision- 
making process; they want to make decisions for themselves. This process of 
industrial democracy or empowerment breaks down the traditional ‘boss—worker’ 
relationship, placing new demands on human resource managers and resulting in 
the formation of autonomous work teams. It is called democracy or empowerment 
because employees are given the right to make decisions for themselves. The term 
acknowledges that employees can take responsibility for their own actions and 
can initiate tasks without being ordered to — a far cry from the conditions at a 
Dalgety’s office in the early 1850s. 
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Female workers at the Warkworth Open Cut 
Mine in the Hunter Valley, New South Wales. 
What expectations might these workers 
have concerning what their employer will 

do or provide during the course of their 
employment? 








Rules that applied to the clerical staff of Dalgety’s (a company dealing with 
wool farmers and livestock agents) in the early 1850s 
1 Godliness, cleanliness and punctuality are the necessities of a good business. 


2 On the recommendation of the Governor of this Colony, this firm has reduced the 6 . 
hours of work and Clerical Staff will now only have to be present between the hours ee the Da rta ki ng 


of 7 am and 6 pm on week days. The Sabbath is for Worship, but should any Man- 
of-War or other vessel require victualling, the Clerical Staff will work on the Sabbath. 


of food is allowed 


3 a e will be held each morning in the Main Office. The Clerical Staff will between 11.30 am 
e present. 
4 Clothing must be of sober nature. The Clerical Staff will not disport themselves in and NOON, but work 
raiment of bright colours, nor will they wear hose unless in good repair. i 
5 Overshoes and top-coats may not be worn in the Office but neck scarves and will not, on q Ny 


headware may be worn in inclement weather. 


account, cease.? 


6 Now that the hours of business have been drastically reduced, the partaking of 
tood is allowed between 11.30 am and noon, but work will not, on any account, 


cease 


The owners hereby recognise the generosity of the new labour laws, but will expect 
a great rise in output of work to compensate for these near-Utopian conditions. 


TEST your understanding 


1 What are employee expectations? 

2 Why is employee empowerment important in the 
workplace today? 

3 What employee expectation isn’t being met in the 
following situations? 

A Cassy arrived at work to find the air conditioner 
wasn't working again. Her boss said he had 
more important things to do than worry about 
organising its repair. 

B John’s boss didn't enter into discussion about 
anything. His motto was ‘Just do it — my way!’ 

C Ho Chi was told that he did a bad job but he still 
didn’t know why. 

D Amara asked if she could do more interesting 
work that utilised her skills, but her employer said 
that he didn’t think that females would be suited 
to ‘that type of work’. 


APPLY your understanding 


4 Suggest why it is important that employers meet 


5 


employee expectations. 

Read ‘Rules of the Dalgety office, 1850’ above and 

answer the following questions. 

(a) Which rule would you find the hardest to obey if 
you were employed tn this office? Give reasons 
tor your answer. 

(b) Do you think people would be prepared to 
accept these rules today? Provide reasons for 
your answer. 

(c) The owners describe these conditions as ‘near- 
Utopian’. Can you explain what this means? 
What does it indicate about working conditions 
tor most people at this time? 


4 Employee expectations — conditions of employment 
@ 


and better work-life balance 





me KEY CONCEPT Employers must provide employees with basic working 

conditions. Many employers, however, provide more than just the basic 
working conditions. Providing more flexibility in the workplace can lead 
to employees achieving a better work-life balance overall and greater 
productivity at work. 


Flexible working conditions are 
conditions that allow employees to 
balance work and family responsibilities 
more effectively. 


Work-life balance is about achieving 
the right amount of time for work and 
for personal life. 


Conditions of employment 


‘Conditions of employment’ refer to what an employer has agreed to give the 

employee in return for the employees work. Basic conditions of employment 

include: 

e the number of hours an employee is expected to work 

e annual leave entitlements and other entitlements, such as sick leave and long- 
service leave 

e public holidays the employee may be entitled to 

e entitlement to such things as redundancy pay if employment is terminated. 
Some employers go beyond the basic conditions of employment in order to 

satisfy their employees’ needs. For example, in many organisations part of the 

conditions of employment for men is unpaid paternal leave. However, Michel 

Bittman, a sociologist from the University of New South Wales, says: ‘Men who 

take paternity leave are seen as people who are not serious about their careers’. 

Bittman conducted research into family-friendly policies affecting Australian men 

and found that many men who worked in small teams thought they would be 

letting their colleagues down if they took leave. 


Flexible working conditions 


Flexible working conditions are patterns of work that allow organisations to work 

more efficiently or allow employees to balance work and family responsibilities. 

Flexible working conditions may take the form of: 

e variable working days/weeks, with the core hours specified as required, but with 
the starting and finishing times flexible 

e an extension of ordinary hours to weekend work and public holidays 

e the lengthening of shifts to 10 hours 

e flexitime, which allows employees to nominate starting and finishing times to 
suit their needs 

e maxiflex, which allows employees to build up sufficient hours or overtime to 
take time off 

e job sharing, which allows two employees to share the hours required for one 
job 


e working from home. 


Achieving work-life balance 


Many organisations actively seek to improve their employees work-life balance. 
Work-life balance means achieving the right combination of time devoted to work 
and to personal life. Flexible working conditions help many employees achieve a 
better work-life balance. 
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Balancing family commitments with work com- 4 1 a ll 
mitments and achieving work-life balance isn’t E 
always easy. Elizabeth Broderick, Federal Sex Dis- 
crimination Commissioner, states that the focus must 
be ‘on innovative use of technology — so individuals l 
can work from anywhere at any time in a way that cor- ~ 
responds to their caring responsibilities’. 
Organisations must first determine whether 
employees’ work-life balance is a key need 
within the organisation. Low prod- 
uctivity levels and high absenteeism 
rates might be symptoms of an 
organisation that needs to look after \ 
this area of employee expectations. l=- 
Along with flexible work arrange- - 


Men who work in small teams 
i think taking leave might be 
detrimental to their careers. 


i 
= 












ments, many organisations are 

offering their employees the oppor- 

tunity to participate in time man- | ~~ cae eer = A 

agement courses, as well as general OT. A : | O A 

health and wellbeing programs. {My Sie | d | . 
The benefits to an organisation 

that achieves a better work-life 

balance for its employees are: 

e increased employee productivity 

e reductions in recruitment and training 
costs because staff retention is increased 

e improvements in attendance rates and 
reduced sick leave costs 

e a motivated workplace with enthusiastic 
employees i 

e reduced stress; overall, stress-related 
conditions cost Australian companies 
more than $200 million each year in 
workers compensation claims 

e the maintenance and enhancement of 
workplace skill levels 

e compliance with industrial and anti- 
discrimination legislation 

e enhanced corporate image. 





TEST your understanding APPLY your understanding 

1 Give an example of what you would consider to be 4 Ifyou have a casual job write a list of your basic 
a basic condition of employment and an example of working conditions and also list any benefits you are 
a condition that an organisation is not obligated to given by your employer that go beyond the basic 
give to its employees, but may do so. working conditions expected. 

2 Explain why offering flexible working conditions 5 Use the Work-life balance weblink in your 
may help: eBookPLUS to read a report on the reality of 
(a) the employee achieving work-life balance. Did the report find 
(b) the employer. that those surveyed thought their employers were 

3 Write a definition of work-life balance. supportive and did try to achieve flexible work 


arrangements for their employees? 
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4 Employee expectations — occupational health 
d 


and safety 





mi KEY CONCEPT Employees expect to work in a safe and healthy environment. 

This expectation is supported by government policy and laws. Human resource 
managers must therefore adopt appropriate occupational health and safety 
policies and procedures to protect their staff. 


Occupational health and safety 
in the workplace 


Occupational health and safety (OHS) is the area of responsibility that employers 


Occupational health and safety have to ensure that the workplace is safe for workers and that all possible steps 
refers to the responsibility the employer 


ras (oni awoken lay << taken to guarantee that they are free from harm. Major causes of injury in the 
employees and that steps are taken to workplace are mechanical failure; being hit by objects; being exposed to harmful 
minimise harm. chemicals; falling, tripping or slipping; and heat, radiation and electricity. 










Protestors send their message to James Hardie 
Industries, a company that manufactured and 
sold asbestos products. These asbestos products 
were later linked to people developing asbestosis 
(a chronic lung disease) and mesothelioma (a 
form of cancer). In 2004 James Hardie Industries 
signed Australia’s largest compensation 
settlement, worth up to $4.5 billion. 


a 
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Employees not only expect that their physical environment is safe; they also 
expect they will be given appropriate training to ensure they know how to work 
safely. If OHS issues arise, employees would expect that management communicates 
clearly and immediately to minimise any danger. Many LSOs take OHS extremely 
seriously and companies such as Wesfarmers link executive remuneration (pay) to 
safety performance. 


Moral, economic and legal reasons for 
ensuring occupational health and safety 


Businesses feel a moral obligation to provide a safe work environment for their 
workers in order to keep them free from harm. The financial cost associated with 
injury in the workplace is also a compelling reason to improve OHS. According to 
Australian Bureau of Statistics figures, the total cost of work-related injury for the 
financial year 2005—06 was estimated to be at least $34.9 billion. The economic 
benefits of ensuring good OHS in the workplace include reduced costs associated 
with workplace accidents and increased productivity due to fewer workplace acci- 
dents and less interruption to work. Having adequate OHS procedures in place 
also reduces the chances of costly legal action by employees, and the associated 
damage to the organisation’s reputation as the result of a public court case. 
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Many LSOs have a ‘zero harm’ policy when it comes to injury to employees. The 
following case study provides you with some insight into how Woolworths handles 
employee safety. 


Putting safety first 





In striving to maintain our safety and health vision of ensuring we go home 

trom work without injury or illness, Woolworths achieved the following business 

improvements in 2006: 

e Lost time injury frequency rates were reduced by 10 per cent. 

¢ Workers compensation claims were reduced by 8 per cent. 

e To address the high number of bandsaw related injuries in our meat departments 
we were instrumental in designing, developing and implementing a guarding 
solution which has contributed to an injury reduction of over 70 per cent across 
Australia. 

¢ We implemented a group-wide central safety and compensation reporting 
and database system, STARS. The system has provided additional rigour and 
consistency to our overall performance reporting and data management processes 
which will contribute to improvements In accident analysis and risk mitigation. 


Source: Extract from ‘Being responsible’, in Woolworths annual report 2006, p. 33. 


Occupational health and 
safety legislation 


Legislation on occupational health and safety covers employees, employers and the 

self-employed. In Victoria the Occupational Health and Safety Act 2004 was passed 

and is based on five basic principles: 

1 Workers and the public must be given the highest level of protection against 
risks to their health and safety, 

2 If there are health and satety risks in the workplace, those who manage or control 
those risks are responsible for eliminating them or reducing them as far as possible. 

3 Employers should take an active role in promoting health and safety in the 
workplace. 

4 Employees and employers should work together and share information and 
ideas about risks and how to control them. 

5 Employees’ input into health and safety issues is an employee entitlement and 


should be encouraged. Ia» 


TEST your understanding APPLY your understanding 

1 What do the letters OHS stand for? 5 Identity the likely occupational health and satety 

2 Explain what employees expect of large-scale risks faced by people in two of the following jobs: 
organisations when it comes to OHS? teacher, ship refueller, scientist, process worker in 

3 Provide three reasons why organisations should a textiles factory, hairdresser, miner, bank officer, 
adopt safe work practices. police officer, truck driver and airline pilot. 

4 State the name of the relevant workplace safety 6 Arrange to interview a member of your school’s OHS 
legislation in Victoria and summarise the key areas committee. Inquire into: 
where It seeks to protect workers. (a) the committee's role 


(bo) how ‘accidents’ and ‘near misses’ are recorded 
(c) what authority the committee has in terms of 
making recommendations. 


The human resource management function — factors involved * CHAPTER 4 155 





4.5 Employee expectations — job security 








KEY CONCEPT A concern for employees is the threat that they may lose 


their job. Job security is a factor that can impact on the way employees feel 
about their workplace. 


The Blundstone boot factory in Hobart closed 
in 2007 after 137 years of operation. The boots 
are now made in Thailand and India to reduce 
manufacturing costs. Up to 300 workers in 


Tasmania lost their jobs. 


Job security is the belief that the 
employee will not lose their job. 


DID YOU KNOW? 5E 


Research shows that many workers 
are worried about job security. 
Employees are said to worry about 
job loss and its consequences. 
Omm 








Job security refers to whether an employee believes they are likely to lose their 
job either through being made redundant or being dismissed. In the past 20 years 
employees have faced continuing employment cutbacks, automation, downsizing, 
increased competition from imports and non-unionised domestic companies. 
Job security can no longer be taken for granted. It is a significant issue for many 
Australian workers as a consequence of the 2008—09 global financial crisis. With 
the downturn in the economy, many industries began laying off workers. Some 
commentators argue that job insecurity is now the common experience of many 
employees. 

This change in employment conditions has implications for human resource 
managers. Employees need to feel some stability in the employment relationship. 
While lifetime employment guarantees are not necessary, there should be enough 
job security to develop a relationship in which employees believe their efforts will 
be rewarded. This fosters a supportive workplace culture in which employees are 
prepared to contribute over and above their minimum effort. Job insecurity, on the 
other hand, fosters a more formal employment relationship with minimal feelings 
of trust and loyalty. It is not surprising that the threat of being ‘laid off is one of 
the greatest setbacks to employee loyalty, even among those whose jobs are not 
at immediate risk. Perceived job insecurity is receiving increasing recognition as 
an important determinant of employee work outcomes. Not only can uncertainty 
about job security affect the motivation of staff and therefore staff productivity, it 
can also have a negative impact on the health of workers due to the many effects 
of stress. 








Job insecurity can cause stress for many employees. 
Psychological stress can lead to physical symptoms 
such as headaches, stomach upsets, skin rashes, 
back pain and even hair loss. If stress continues 

it can contribute to heart disease and high blood 
pressure. 





The following case study discusses the impact of job cuts in 2009 at ANZ Bank in 
terms of the loss of talented staff and the impact on staff remaining at the company. 





Change is in the air at ANZ Bank with as many as 800 staff, or about 2 per cent of Its 
workforce, to be cut. This move follows job losses at Macquarie Group, where 100 


©The impact on the 
company, according 
to one staff member, 


employees are expected to leave its Australian investment banking division. ANZ’s 
Staff cuts follow several years of slow profit growth in their institutional banking 
division (the bulk of staff cuts are expected to be made in these areas). 


was that fewer 


Employees at ANZ were generally given two weeks’ notice and their entitlements. 
However, employees who had access to corporate or customer information that was 
sensitive were expected to leave immediately. The impact on the company, according 
to one staff member, was that fewer workers will be expected to do the same 
amount of work. Many also fear the ‘brain drain’ with so many talented employees 
leaving a business that has had the reputation of being the bank for big business. 


TEST your understanding 


Define ‘job security’. 
Discuss three reasons why the feeling of job security 
among employees may have declined in the last 


couple of decades. 
What Is the impact of cutting staff numbers on: 
(a) the employer? 
(b) the employee? 


workers will be 
expected to do the 
same amount of 
work.? 


APPLY your understanding 


4 Read ‘Change at ANZ Bank’ and answer the 
following questions: 

(a) How many staff members are expected to leave 
the ANZ in their latest program for job cuts? 

(b) Do you think the process of terminating 
employee jobs was handled sensitively? Explain 
why or why not. 

(c) Why did ANZ cut jobs? 

5 What might be the effect on a person's self-esteem 
of being made redundant? 





APPLY YOUR SKILLS: Employment — what do you expect? 





PRACTISE e accurately use relevant management terms 
YOUR SKILLS ° research related aspects of human resource management using print and online 
Sources 


e analyse business literature, information and data. 


When employee expectations 
are not met 


Meeting employee expectations is important because if the needs of workers are not 
met employee dissatisfaction may lead to employees deciding to leave the organ- 
isation. Staff turnover is a measure of staff morale and job satisfaction. High staff 
turnover can lead to considerable cost for a business. 


Staff turnover costs $100 billion a year 





Staff turnover costs Australian businesses $100 billion a year in lost productivity, 
training and recruitment costs, according to research. 

Bad managers and the high expectations of generation Y employees are being 
blamed for staff turnover, currently running at 18 per cent overall and at 40 per cent 
for workers in their 20s. 

One in five cite poor management as the main reason behind their resignations, 


6 i according to Exit Info, which runs interviews with employees about to leave their jobs. 

Money IS not the Other common reasons include poor opportunities tor career advancement, lack of 
driving fo rce behind interest in the work, limited challenges and a desire for a career change. 

. . Many employees do not name bad management as a reason, for fear of burning 
most resignations ices 
gs only 14 per cent 'Instead of the real story, employees give acceptable reasons for why they are 
leaving, such as a promotion, an overseas move or changes in family circumstances,’ 
of employees leave said Exit Info director Lenore Lambert. 
iri i Money is not the driving force behind most resignations as only 14 per cent of 

their job IN SEO rch of employees leave their jobs in search of a higher pay packet. 
© hig her Day packet. 9 The research is backed up by a separate study showing that staff in their late teens 


and 20s are most likely to leave in search of something better. Two-thirds of gen Y 
employees quit their companies after less than two years. 

According to professional development group Skilled Up, outdated management 
practices clash with the values of gen Y employees, who have been joining the 
workforce at a time of record low unemployment. 

‘Managers tell us they’re constantly locking horns with their employees — they 
tind them audacious and rude because they’re not frightened to say what they think 
and expect.’ 


| Source: R Browne 2008 in The Age, 17 August. J 


TEST your understanding APPLY your understanding 


1 What is meant by ‘staff turnover’? 4 Explain how staff turnover affects: 
2 What are the reasons for staff turnover? (a) productivity 
3 Why are employees reluctant to give the real (b) training and recruitment costs. 
reasons for leaving employment? List three reasons Why are managers and young employees often in 
that might be given by such an employee. conflict, according to the research? 
How would you suggest management attempt to 
reduce these conflicts? 
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Have you got work-life balance? 
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According to a recent report commissioned by online gift company ‘RedBalloon’, 
nearly half of us are missing out on spending time with our family because of our 


work commitments. The report found that: 


¢ 38 per cent of respondents said they had an excessive workload : 
e 22 per cent of respondents found that their organisation's culture did not More flexible 


encourage work-life balance 


e 12 per cent of respondents said that meeting deadlines interfered with their 


work-life balance 


e 11 per cent said that management expectations interfered with the achievement 


of work-life balance. 


working conditions 
was cited as the top 
solution ... 


Respondents were asked questions such as whether they logged on to work 
email after hours and whether they worked on a Saturday or Sunday at least once 
a fortnight. Respondents were also asked what the solutions were to ensure better 
work-life balance was achieved. More flexible working conditions was cited as the 
top solution and hiring more staff was a solution that 27 per cent of respondents 


thought would help. 


TEST your understanding 


1 What percentages of workers don’t think they 
have achieved work-life balance? 

2 State the reasons why many workers didn’t 
achieve a good work-life balance. 

3 Explain, using examples, how the solutions to 
ensure work-life balance might be applied to a 
real-life situation. 


APPLY your understanding 


4 Use the RedBalloon weblink in your eBookPLUS 
to look at the questions asked in the survey. Use 
the same questions to survey at least five people 
who are in employment. Collate the results of your 
tive survey respondents and compare them to the 
RedBalloon work-life balance report. 

5 ‘Work-lite balance is irrelevant to most employees. 
All employers should be asked to provide is a wage 
and a safe workplace. The rest is up to the individual 
to work out.’ Do you agree or disagree with this 
statement? Give reasons for your answer. 
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4 An introduction to motivation and Maslow’s 
t 


motivational theory 





KEY CONCEPT The force that drives a person to exert individual effort over a 
sustainable period of time is called motivation. Psychologist Abraham Maslow 
believed that our needs are the forces that motivate individuals. 


Motivation refers to the individual, 
internal process that directs, energises 
and sustains a person’s behaviour. 


WELL, THANKS To 
EVERYBODY FOR TAKING MY 
ADVICE AND ABANDONING THE 
UNION IN FAVOUR OF gy 
INDIVIDUAL o 
CONTRACTS! |) 





Motivation — carrot or stick 
approach 


A need is a personal requirement. 


Hierarchy of needs is Maslow’s 
sequence of human needs in the order 
of their importance. 





Motivating employees is one of the most important management functions because 
high levels of motivation result in increasing rates of productivity. Motivation is 
what drives a person to apply individual effort over a sustainable period of time. 

Put another way, motivation is what drives a person to behave in a certain way, 
or to achieve a certain goal — for example, what motivated you to: 

e return to year 11 after completing year 10? 
e complete the latest Business Management homework exercises? 
e look for a part-time job? 

In a work setting, motivation makes people want to work, but what is it that 
motivates people? For many years, managers have relied on the use of either 
rewards or punishments to motivate employees. An analogy is often used to try to 
explain what motivates people: what is most likely to motivate a donkey to move 
forward (that is, change its behaviour)? Either a carrot can be dangled in front 
of the donkey (a reward) or the donkey can be hit with a stick (a punishment). 
Either method may motivate the donkey. In the work environment, ‘rewards’ refer 
to increased pay and improved conditions, ‘punishment refers to fear of a repri- 
mand, demotion or dismissal. 

However, research over the past 70 years has revealed that motivation is much 
more complicated than just these two variables. Different theories have been for- 
mulated that conclude that individual employees respond differently to various 
motivational techniques. 


WITH MY WORK HERE 
NOW FINISHED, LET ME 
HAND You OVER To MY 

VERY CLOSE FRIEND- 


MR STicK! 


|| THERES PLenty | 
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Maslow’s theory of motivation 


Abraham Maslow (1908-70), a psychologist, believed that all people have needs 
to be satisfied and that they will work towards satisfying those needs. A need is 
what a person requires. He assumed these needs could be arranged according to 
their importance in a series of steps known as Maslow’s hierarchy of needs (see 
the figure opposite). 

Maslow proposed that people work to satisfy their physiological needs first, 
such as food and water. The wage that an organisation pays to an employee 
helps satisfy these needs. People then attempt to satisfy their safety needs, such 
as shelter and clothing. Organisations help to satisfy this need by providing sate 
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working conditions and job security. Once these first two needs have been satis- 

fied, employees seek to satisfy their social needs. People need to be loved and love 

someone in return, to be a friend and have friends, for example. Work provides an 

opportunity for people to meet and form working relations that provide a sense DID YOU KNOW? 
of belonging. Esteem needs are satisfied when an employee's work is appreciated 
and he or she is given recognition, promotion or added status in the organisation. 
Finally, self-actualisation needs refer to an employee’s desire to reach his or her 
full potential. To satisfy these needs, organisations must provide a workplace that 
encourages personal growth and development, interesting and creative jobs, and 
opportunities for advancement. 

Maslow’s theory was important because it suggested that organisations have 
to create workplaces that attempt to satisfy all the needs of an employee. Organ- 
isations that attempt to motivate workers through pay rises or job security would 
only be satisfying lower order needs. Employees would not be fully motivated; they 
would become despondent, waiting for the day to finish, hating their jobs and only 
doing them for the money. Occasionally, these employees become so dissatisfied 
and unmotivated that they become troublemakers. 





Naomi Fraser, a well-respected 
management consultant, has 
concluded that ‘What motivates 
people is similar to how Winston 
Churchill viewed Russia... an 
enigma, inside a puzzle wrapped 
up ina mystery’. 

a 


Self-actualisation 
needs — fulfilment, 
personal growth 


and development 
respect and sense interesting jobs 


of accomplishment £ ° Opportunities 
for advancement 











e Responsibility 
e Promotion 
e Recognition 


Social needs — 
love, affection, 
sense of belonging 










e Teamwork 

e Involvement in 
decision making 

e Supportive 

e Safe working management 
conditions 

e Job security 


Safety and security 
needs — physical 
and emotional 


Physiological 
needs — food, 
shelter, clothing 





e Satisfactory pay 
for survival 


Maslow’s hierarchy of needs 


TEST your understanding ieee these needs in order according to Maslow's 
theory: 


esteem needs 
physiological needs 
safety needs 
self-actualisation needs 
social needs. 


1 Which of the following is correct? Motivation is: 
the drive that makes a person do something well 
once 
the drive that makes someone exert effort over a 
sustainable period of time 
the wish to succeed 
what makes us go to work each day. APPLY your understanding 

2 When talking about motivation, the carrot and stick 

approach is sometimes mentioned. Explain why 
giving someone a reward or a punishment might 
motivate them to act. 


4 Explain how managers could use Maslow's theory to 
motivate staff. 

5 How could an organisation help a person meet their 
self-actualisation needs? 
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n W Motivational theories: Herzberg and Locke 





> KEY CONCEPT Herzberg and Locke developed motivational theories designed 

to improve the performance of workers in organisations. Herzberg maintained 
that there are environmental factors such as the physical conditions of work that 
can affect job satisfaction, but that these environmental factors alone will not 
motivate employees. Locke's theory involves the establishment of clear goals for 
Staff that provide a sense of direction and motivation. 


Herzberg’s two-factor 
(motivation—hygiene) theory 


In the late 1950s, Frederick Herzberg interviewed approximately 200 engineers 
and accountants, and asked them what made them feel good about their work. 
He then asked them what factors had made them feel that way. This research led 
Herzberg to expand on Maslow’s theory by identifying two levels of needs: hygiene 
factors and motivation factors. This idea he referred to as the motivation—hygiene 


Motivation-hygiene theory is the theory (see the following figure). 


idea that satisfaction and dissatisfaction 
are caused by separate sets of factors. 


Motivation factors Hygiene factors 
Achievement Supervision 
Recognition Poor working conditions 

Personal development Lack of job security 


Stimulating work 
Low pay 
Responsibility Aur Sh. 
Organisational policies 


Advancement and procedures 
ee 6 
Satisfaction ý No satisfaction Dissatisfaction y™ dissatisfaction 
SATISFIERS DISSATISFIERS 





(Intrinsic needs) (Extrinsic needs) 





eLesson: 


Motivation and human resource 
management 

Wendy from Travel with Kidz meets 
with the co-founder of Flight 
Centre. 


SEARCHLIGHT ID: eles-0150 





The factors responsible for satisfaction and dissatisfaction. These factors do not overlap. 







Hygiene factors refer to the environment in which people work and include 
physical conditions, pay, job security, interpersonal relations and job status. These 
factors will provide either dissatisfaction or no dissatisfaction, but will not motivate 
an employee. A second set of factors is needed for this. 

Motivation factors relate to a person’s type of work and include a sense of 
achievement, recognition, challenging work, responsibility and opportunities for 
advancement. In this sense, the job itself motivates, provided an employees work 
environment (hygiene factors) is acceptable. 

Herzberg argued that managers should make the hygiene factors as good as poss- 
ible to allow employees to perform their jobs comfortably and to reduce the level of 
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dissatisfaction. However, these factors would motivate employees only in the short 
term. For long-term motivation, Herzberg recommended that the motivational factors 
must be present. 


Locke's goal-setting theory 


Dr Edwin Locke did research on goal setting and motivation during the 1960s. He 
concluded that employees were motivated by clear goals and appropriate feedback 
regarding their achievement. Locke maintained that working towards a goal pro- 
vided the motivation to reach that goal and this, therefore, improved performance. 
He found that specific and difficult goals led to better performance than vague 
goals or goals that were too easy to achieve. 

That is, Locke found that in order to motivate, goals must be clear and specific 
and provide a challenge for employees. The employee must also be committed to 
meet the challenge and it helps if each employee receives constant feedback that 
provides clarification and adjustment of the goals, and recognition for the efforts 
being made. The goal or task should not become so overwhelming that a person 
loses motivation. 

Locke’s theory is not new to us today because this approach to motivation has 
been used by individuals and organisations over the last 40 to 50 years. Goal set- 
ting is something that is accepted as necessary for our success. By following the 
goal-setting theory, we develop a sense of purpose, our motivation improves and 
performance improves as a result. 


MOTIVATION PERFORMANCE 





Locke's theory has been applied in many circumstances over a number of years. 


TEST your knowledge 


Briefly outline the difference between Herzberg’s 
motivation and hygiene factors. 

How does goal setting affect a person’s 
motivation? 

Why do you think that setting goals that are easy 
to achieve might lower motivation? 


APPLY your knowledge 


4 Dean Is asales manager in charge of 15 sales 
representatives. Recently, the general manager 
predicted possible job losses if sales did not increase. 
The sales representatives thought this was unfair, 
because they had exceeded the previous year’s sales 
target. Further, the general manager had not praised 
them for the hard work required to achieve such 
a target. The message from the general manager 
demoralised some representatives, while others 
were angry. 


In groups of three or four, suggest some 
motivational strategies that Dean could use to 
overcome the negative impact created by the threat 
of job losses and the lack of recognition. 

Are these ‘motivation’ or ‘hygiene’ factors? 

A poor canteen facilities 

B autocratic management 

C access to promotion 

D recognition in a newsletter. 

Have you set goals for yourself recently? If you did, 
how did this affect your motivation? 

What goals might a football club establish at the 
start of a new season? Why do clubs set such goals? 
Compare Herzberg’s motivation—hygiene theory to 
Maslow's hierarchy of needs using a diagram like 
the one on page 161. Write Herzberg’s factors next 
to the five steps. 
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rs Ethical and socially responsible management 





KEY CONCEPT 


DID YOU KNOW? 3° 


Several organisations now provide 
employees with 1300 phone 
numbers they can use to ask 

for help with ethical dilemmas 

or to report violations of the 


organisation's code of conduct. 
O: 





Many decisions related to the management of human resources involve ethical 
considerations. Before taking any action, the ethical human resource manager will 
think about the circumstances surrounding the proposed action and its possible 
consequences. 

The human resource manager will typically be involved in shaping a company’s 
ethical practices through developing a code of conduct for the organisation. The 
code of conduct sets out the principles governing the behaviour of the members of 
an organisation. For example, Woolworths Holdings Limited has a code of conduct 
that contains guidelines concerning what should happen when employees receive 
gifts. It also outlines standards to be attained when dealing with customers. 

The human resource manager must have a clear understanding of the relevant 
legislation and ensure that all staff understand their legal responsibilities. If, for 
example, one employee alleges sexual harassment by another employee, their 
manager must undertake a series of actions. The code of conduct, together with 
relevant legislation, will help prevent the manager from compromising the employee 
involved and himself/herself. 

Another important task for the human resource manager is solving day-to-day 
problems where questions of ethics arise. For example, there may be a dispute 
over an employee being promoted, or situations where company funds have been 
misused. The figure opposite shows a range of ethical and legal issues a human 
resources manager may have to deal with in the workplace. 





wire e 


Ethical and legal issues 


in the workplace 


Pleasant work Positive image 
environment and of business — 
good working ) marketing 

conditions opportunities 
Workplace free @ aoe serial. 
from harassment u s ike 
and discrimination Improved Seana 
Staff motivated business 


EIGENE 
and valued performance reduced 


Equal employment 
opportunities 
— motivated staff, 


LS low turnover 


support 





Some ethical and legal issues arising in the workplace, and the benefits of dealing with 
them successfully 


Specific human resource dilemmas 


Many areas of human resource management require ethical conduct. Consider the 

following: 

e Recruitment. Does an organisation have a responsibility to tell a job applicant if 
it is facing financial difficulty and may have to dismiss some employees? Some 
managers argue that such an admission is not required because the dismissals 
may never occur. 

e Representation. A human resource manager can sometimes be called on to act as 
an employees representative in a conflict involving the employee and another 
manager. 

e Electronic privacy. Does the manager have the right to read and print email mes- 
sages between other employees, especially if the employees believe their email 
messages are private? 

e Performance evaluation. Human resource managers must observe and judge 
an employees performance. Judgements can be influenced by personal feel- 
ings. What does a manager do when asked to evaluate the performance of an 
employee with whom he or she does not get along? 

e Employee promotion or dismissal. Until an official announcement is made, a human 
resource manager is normally expected to keep confidential any information 
regarding the promotion or dismissal of an employee. However, what does a 
manager do if he or she knows that an employee nominated for promotion is 
thinking of resigning and moving to another organisation? 

These examples reveal that human resource managers can be confronted with 

a variety of situations that require considered thought before a course of action is 

decided. As with all ethical dilemmas, a person’s values and beliefs largely deter- 

mine how they respond. 


TEST your knowledge APPLY your knowledge 


List some ethical issues a human resource manager 4 Ifyou were a human resource manager and your 

may face. organisation may have to lay off workers in the near future, 
What Is a code of conduct and why might an would you inform applicants for a job currently advertised? 
organisation establish one? What should a human resource manager do if he or she 
Failed insurance company HIH is an organisation suspects that an employee is using the organisation's web 
that was found to have not acted ethically. Explain access to download music files? 


why some of the practices at HIH were unethical. Think of an ethical issue that may confront a human resource 
manager and ask a classmate how he or she would react. 
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EXTEND YOUR KNOWLEDGE: Ethical and socially 


responsible management 





Social responsibility includes introducing strategies to maximise 
employee health and wellbeing. 


Socially responsible management 


Many large organisations recognise the importance of being socially respon- 
sible, not just to their external customers but to their internal customers — 
their employees. It is in the interest of the organisation, as well as employees, 
for the business to provide for and look after their employees. Some organ- 
isations provide facilities for workers to ensure that they work produc- 
tively — such as good canteen facilities, child-minding facilities, access to 
counselling, exercise equipment and so on. It is socially responsible for an 
organisation to look after the physical and emotional needs of its employees, 
/ and healthy workers are likely to be productive for the organisation. 

The following article examines how Boral and Accor have tried to 
improve the health of their employees. 
















Firing up workforce health and fitness 


The sedentary nature of most jobs automatically increases the risk of developing 
many life-threatening illnesses. Add stress, poor nutrition and long working hours, 
and it’s a dangerous equation. Teresa Russell looks at two companies that are trying 
to change that. 


Building health at Boral 


Boral Ltd, the Australian building resources materials company, employs 10 000 
people. Its workforce is mostly blue collar, predominantly male with an average age 
of 45 years. Eighteen months ago, the company started to roll out free annual health 
assessments to all employees, making it the largest completed health promotion 
program in the country to date. 

Cate Hathaway, Boral’s general manager of workers’ compensation, says the 
management committee took the view that it is fundamentally the right thing to 
do as a company. There were several motivators for introducing tree annual health 
assessments, along with targeted health seminars and a health resource centre — 
the latter available to employees’ families as well. Boral expected benefits such as 
sustaining the current workforce and decreasing absenteeism would result. ‘As a 
company, we strive for excellence in safety, with a priority for employees’ health 
and wellbeing, so there was a strong focus on occupational health and safety when 
introducing this,’ she said. 

Boral gets a top level report, by business, on what cardiovascular disease risk factors 
exist compared to the Australian population. ‘Results from the first round of health 
assessments were not too dissimilar from Australian norms. We have been able to 
identify health issues by site and target health interventions appropriately,’ she says. 

Health seminar topics conducted through Boral in the last 12 months have included 
nutrition, men’s health, exercise and sleep management. The latter is very important to 
the company trom an OHS perspective, as fatigue is a workplace safety issue. 

According to Hathaway, it is difficult to measure return on investment for the 
program, dubbed BWell, because there are so many variables and a number of years 
of trend data Is needed for analysis. ‘When we were building the business case, we 
looked at US studies of similar businesses which showed an average cost to benefit 
ratio of 2.92. Although we'd like to be able to measure the full impact of ROI, it 
won't ever be a deciding factor in whether the program continues,’ she said. 
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The whole company is undergoing Its second round of assessments. Anecdotal 
evidence to date suggests BWell is a very positive employee engagement tool. 
‘Employees feel they are being valued by the company, there Is a higher health 
awareness In the organisation and some individuals have had impressive weight loss,’ 
says Hathaway. 


Accor, health and hospitality 


Accor is the world’s largest hotel, tourism and corporate services group. It has more 
than 120 hotels in the Pacific region under the brands Sofitel, Novotel, Mercure, All 
Seasons, Ibis, Formule 1 and Base backpackers. The company employs about 9000 
people throughout its properties in Australia and the South Pacific, including 140 in 
its Sydney regional office. 

Darryl Prince, Accor’s general manager, human resources for Asia Pacific, says his 
organisation has been developing its health and wellbeing strategies in consultation 
with a single provider for the last three to four years. Accor’s motivation for 
introducing a health and fitness [program] was the physical demands that a career 
in hospitality puts on its employees. ‘You need high energy to work in hospitality. 
There are demanding customers, demanding hours and you can be around food and 
alcohol all the time,’ says Prince. 

Prince has approached the issue through annual week-long corporate health expos 
held at various sites. All employees can have mini health assessments on site, attend 
lectures on weight control, stress management and nutrition, have skin checks and 
ergonomic consultations, and participate in yoga or other exercise sessions. Flu 
vaccinations are available to everyone each year. Accor also sponsors employees who 
participate in touch football competitions and the BRW triathlons. 

Three groups of hotel general managers, none of whom had cycling experience, 
have organised Melbourne to Sydney, Auckland to Wellington and Adelaide to 
Sydney bike rides in the last few years. As well as attracting much attention inside 
the company, the rides have raised hundreds of thousands of dollars for charity. 

Executive health assessments are offered to all senior staff. ‘If you can prevent a 
senior member of the organisation from having a health issue, you not only have a 
very positive individual result, you also get top level commitment to the program,’ 
says Prince. 

Accor is using last year as Its baseline. ‘The key ticket items we've identified are 
stress and smoking. The introduction of the smoke-free workplace legislation has 
helped quite a bit. It will be interesting to see if the initial rush straight after the 
intervention has any long lasting benefits,’ he says. 

Despite this cautionary note, Accor has seen an increase in the numbers 
participating in the expos each year and a positive decline in staff turnover. 

In an interesting development, Prince Is about to start working with Accor’s health 
and fitness provider on a strategic planning issue of global significance. ‘We're 
looking at systems and processes that will need to be in place to be prepared to 
protect our employees from a [bird flu] pandemic. It’s just another part of the culture 
of looking after our people and letting them know that the company that employs 
them has their best interests at heart,’ he says. 


Source: Extracts from T Russell 2006, in Human Resources, 20 February. j 


e Employees feel they 
are being valued by 
the company, there 
is a higher health 
awareness in the 
organisation and 
some individuals 
have had impressive 
weight loss. ? 





TEST your understanding EXTEND your understanding 

1 What strategies did Boral Ltd and Accor use 4 What evidence can you find in the article that 
to Improve the health and wellbeing of their highlights the fact that socially responsible 
workers? management practices are not only good for 

2 How are these strategies ‘socially responsible’? employees but they are also good for business. 

3 List the expected outcomes of running these 5 Use the Employer of choice weblink in your 
programs. eBookPLUS to find out what the term ‘employer of 


choice’ (EOC) means and how it relates to corporate 


social responsibility. 
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UNIT 4 


Summary 


Human resources and business objectives and strategy 

e Human resource management involves effectively managing employees in an 
organisation with the aim of ensuring the organisation’s business objectives are 
successfully met. 

e The overall business objectives of the organisation will determine the objectives and 
Strategies adopted by human resources. 


Employee expectations 
e Human resource managers should aim to meet the expectations of an organisation's 
employees. Expectations might include: 
— being treated fairly 
— asate workplace 
— job satisfaction 
— adequate remuneration. 


Employee expectations — work-life balance 

e Many organisations try to ensure their employees have a healthy work-life balance 
through providing flexible working conditions, such as working from home and flexible 
working hours. 


Employee expectations — OHS 
e HR managers must comply with occupational health and safety legislation in order to 
provide a safe workplace for employees. 


Motivation and Maslow’s motivational theory 

e In order to achieve business objectives, staff must be motivated. A number of theories 
have been developed proposing how workers can be motivated. 

e Maslow's needs theory requires that managers understand where each worker is situated 
according to a hierarchy of needs in order to try to satisty employee needs appropriately. 


Motivational theories: Herzberg and Locke 

e Herzberg used Maslow's theory to establish workplace factors that provide job 
satisfaction and those that provide motivation for staff. 

e Locke's theory involves the establishment of clear, challenging goals as a way to motivate 
Staff and improve their performance. 


Ethical and socially responsible management 

e Ethical and socially responsible management is part of the HR manager's role. Codes of 
conduct can be established and training given. Everyday decision making must take into 
consideration the ethical standards the organisation is trying to achieve. 


Review questions 
TEST your understanding 


1 Devise your own definition of ‘human resource management’. 

2 Explain why human resource objectives and strategies are linked to overall business 
objectives. 

3 List four employee expectations and suggest ways they may be satisfied. 

4 How would you define an ethical and socially responsible human resource manager? 

5 Explain why ensuring employees achieve a better work-life balance is important for 
both an organisation and its employees. 

6 Choose one motivational theory and explain how it could be used by an organisation to 
motivate staff. 


APPLY your understanding 


7 An accountant in a major accounting firm is often late to work, his productivity has 
decreased and some clients have complained that he is slow to respond to their 
requests. As the human resource manager, how would you handle this situation? Apply 
a motivational theory that you think could be used to improve his performance. 


Managing people and change 








8 In groups of three or four, develop a set of guidelines to follow in determining a 
reasonable compromise between an organisation’s need to operate effectively and 
employees’ rights to privacy. 


Exam questions 


Question 1 (VCAA Business Management exam 2007, question 1) 


Staff turnover at White Sands, a major Queensland resort island, has been cut dramatically because of 
innovative personnel strategies. These strategies were introduced by Wendy Howard, Human Resource 
Manager. The Queensland Airlines Company operates White Sands which is located near the Great 
Barrier Reef. In May 2007, the Chief Executive Officer conducted a SWOT (strengths, weaknesses, 
opportunities and threats) analysis that resulted in the introduction of a decentralised management 
structure that encouraged greater staff participation. 


Subsequently, Wendy conducted a training needs analysis that resulted in an induction program modelled 
on her observations of best practice companies. She also introduced a new training policy for existing 
staff. The new training policy encouraged multiskilling so staff could swap positions and transfer between 
departments. Wendy also introduced regular performance appraisals. She generated commitment and 
loyalty in her workforce by only recruiting people with long-term career aspirations at the resort. 


f. Select and discuss a motivational theory that Wendy Howard may have used in developing 
the strategies she used at White Sands. Indicate why the motivational theory you selected is 
relevant to the strategies implemented at White Sands. 
4 marks 


Question 2 (VCAA Business Management exam 2004, question 1) 


Dave Rodgers, Manager of the Marketing Division at Hume and Weston Ltd, has been called by the 
Human Resources Manager, Ms Wilson, to explain the high number of recent resignations from his 
department. Most resignations have been from the younger graduates who have complained about the lack 
of direction, no sense of belonging and no support given by Dave. Dave does not see a problem with the 
high staff absenteeism, and would rather not discuss his department with Ms Wilson. Ms Wilson demands 
that he solve these problems immediately. 


c. Identify and explain an appropriate motivational theory and discuss its benefits for the 
Marketing Division. 
4 marks 


d. How would Dave Rodgers apply this motivational theory (in part c. above) to the Marketing 
Division? 


2 marks 


School-assessed coursework 
OUTCOME 1 


Analyse and evaluate practices and processes related to human resource 
management. 


ASSESSMENT task — structured questions 


Time allowed: 50 minutes 
Marks allocated: 20 marks (the marks for each question are indicated at the end of each 


Digital doc: 
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eT 


1 What is a ‘human resource manager’? 1 marks 


2 What are 4 specific duties, functions or roles carried out by a human 
resource manager in Australia today? 1 marks 


3 Why is human resource management so important for businesses? 2 marks 


4 Provide a key performance indicator (KPI) that could be used to measure the 
success of human resource management (HRM) in the following areas: 


(a) efficiency of workers 


( 


b) 
(c) industrial relations 
(d) 


5 Examine this advertisement and answer the questions that follow. 


occupational health and safety 


workplace flexibility. 2 marks 


HUMAN RESOURCES MANAGER 


OIWINIB |ECHNOLOGIES 


3-year contract 
Salary up to $74 000 p.a. 


The dramatic growth of Omni Technologies over the past 12 months has placed greater 
emphasis on the recruitment, retention and effective management and support of the 640+ 
employees who now work in the organisation. 


This new and challenging position has arisen in response to the need to develop HR 
practices and initiatives across the company, which support the organisation’s needs and help 
provide an effective and enjoyable working environment. Key elements of the role include: 


Internal and external recruitment support 
Coordinating HR information and reporting systems 
Providing support to line management 

Developing training and development packages 
Contributing to employee support programs. 


The position reports to the Group General Manager and will work in a small team of internal 
and external staff. 


The role requires a person with appropriate tertiary qualifications in HR or a related area and 
who has extensive HR experience. You will possess well-developed written and verbal 
communication skills. You will be a skilful negotiator, have strong analytical ability and be 
self-motivated. Most important is the capacity to work effectively and sensitively with 
people in a large organisation. 


Salary range: $68 000 to $74 000 per year 
Tenure: Three-year contract with the possibility of renewal 


Initial inquiries and written applications should be directed to Amelia Murphy, HR Officer 
on 03 9811 4593 or am@omni.com.au by Friday 31 July. 


Omni Technologies Ltd Omni Technologies Ltd 
is an equal opportunity employer PO Box 389 


and supports a non-smoking Camberwell VIC 3124 
work environment 
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(a) Briefly explain how the function of HR is linked to the business objectives 
of large-scale organisations, using the advertisement to illustrate your 
answer. 2 marks 


(b) Discuss, with reference to the advertised position, how the current 
function of HRM has changed from the more traditional emphasis on 
personnel management of the past. 2 marks 


6 Read this case study and then answer the questions that follow. 


Part of the furniture 





(a) Using this information, explain what you think motivates each worker. 4 marks 


(b) Using a motivational theory that you have studied, explain how this theory 
could be used to motivate each worker. Also, state clearly the strategies 
you would adopt. 6 marks 
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CHAPTER 5 


The human resource 


management function — 
the employment cycle 





WHY IT IS IMPORTANT 

Fancy a career in the defence force? The onset of harder economic times may mean the recruitment 
shortfall experienced in the defence force will soon be over. In the air force, aircraft spray painters 
and maintenance crew are needed and the navy requires marine and electronics technicians. This 
is a real-life example of ‘managing the employment cycle’, a key role of human resource managers. 
How well this function is managed will largely determine the success of any organisation. Suitable 
workforce planning must occur so that the right people are employed. Once a person is selected 
for a position they must be ‘maintained’ in the workplace. Training and development as well as 
ongoing feedback on work performance will assist both the employer and employee. Termination 
of employment is the final phase of the employment cycle; it must also be managed to ensure 
employees are treated fairly and within the law. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 


Establishment phase: 
e human resource planning related to business strategy 
atte e job analysis and job design 
Termination phase: e types of recruitment methods and selection processes 


e termination management, including e employment arrangements and remuneration 
entitlement and transition issues 





Maintenance phase: 

e induction 

e training and development 
e recognition and reward 

e performance management 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

accurately use relevant management terms 

research related aspects of human resource management using print and online sources 

analyse business literature, information and data 

evaluate key aspects of human resource management theory 

apply human resource management knowledge and concepts to practical and/or simulated situations 
evaluate different practices and processes for managing human resources. 
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Some employers know how to ‘get it 

right’ when it comes to managing people. 
Accenture, Teachers Credit Union, Sparke 
Helmore and Glen Eira City Council were 
named Australia’s top employers of choice at 
the Australian HR awards. Pictured here, the 
team from Accenture won their award for 
implementing strategies designed to create 
an attractive work environment as well as 


emphasis on creating 
demonstrating a forward-thinking approach 


to employees and future business plans. q culture where people 


Teachers Credit Union won their employer of choice award because of their come fi rst. 9 
emphasis on creating a culture where people come first. The organisation focuses on 
personal growth, learning and caring for others. 
Law firm Sparke Helmore was recognised as an employer of choice for its focus on 
leadership and people management, and for rewarding employees in line with the 
tirm’s values system. 
Glen Eira Council was recognised for having an HR strategy closely linked to its 
business strategy. The firm was also noted for its strong customer service oriented 
culture. 


-won their 
employer of choice 
award because of their 
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KEY CONCEPT Before advertising a staff position, an organisation needs to 
plan its human resource requirements and determine what jobs need to be 
filled and what those jobs entail. 


An introduction to the 
employment cycle 


The employment cycle involves an organisation determining its employment needs 
in line with its business strategy. Once employment needs are established it’s time 
to hire staff. Once staff are employed, steps need to be taken to ensure employees 
are satished and productive. The final phase of the cycle is managing what happens 
when employees leave the organisation. These three phases of the employment 
cycle are summarised in the following table and diagram. 


Phases of the human resource/staffing process and their related activities 


Phase Activities 





Stage one — Planning: identifying staffing needs, conducting job analysis 
establishment (determining the exact nature of the position to be filled) 

Recruitment: attracting people to apply for the position in the business, 
undertaking internal and external recruitment 

Selection: choosing and hiring the most qualified; testing and 
interviewing 


Stage two — Induction and training: teaching employees new skills, helping 
maintenance employees to learn tasks associated with their jobs and to improve 
their skills 

Skills inventory: compiling a database of the skills and experience of all 
current employees 

Monetary benefits: rewarding employees’ efforts through financial 
compensation; setting pay rates 

Non-monetary benefits: giving rewards such as better conditions, 
fringe benefits 


Stage three — Voluntary: dealing with employees leaving of their own accord 


termination (retirement, resignation) 
Involuntary: dealing with employees being asked to leave 
(retrenchment, dismissal) 





The three phases of the employment cycle 
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The establishment (or setting-up) phase involves determining what human 
resources are required to ensure the organisation is able to accomplish what it has 
set out to achieve. If for example, the organisation is going to embark on producing 
a new product, hiring staff with specific skills to deliver that new product will be a 
human resource priority. Most people would associate the establishment stage with 
advertising the position, but before any advertisement is published, an organisation 
must undertake a number of planning activities. 


Human resource planning 


Human resource planning includes developing strategies to meet the organisation's 
future human resource needs, forecasting the future demand for employees and 
estimating the supply available to meet that demand. 
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Hiring the ‘wrong’ person for the job can be a costly exercise. 


Forecasting human resources demand 


Human resource planners need to account for both internal and external factors when 
forecasting the demand for employees. Internal factors include possible changes in 
production, planned expansion or contraction in operations, the purchase of new 
equipment and likely retirements. If, for example, Woolworths planned to open 18 
new stores during the next two years, it would be necessary to plan for the recruitment 
and selection of employees as these stores were completed. In addition, Woolworths 
would have to find replacements for the staff it loses by natural attrition (that is, the 
normal loss of employees through retirement, resignation and promotion). 

The most important external factor that an organisation needs to consider 
when identifying staffing needs is the state of the country’s economy, and whether 
economic activity is expanding or contracting. Other important external factors 
include social and technological changes, government regulations and the degree 
of competition in the market. 


Human resource planning is the 
development of strategies to meet the 
organisation's future human resource 
needs. 





DID YOU KNOW? 


Over the next decade, the 
workforce will age considerably 
(often referred to as the ‘greying’ of 
the population) as the post-World 
War Il ‘baby boomer’ generation 
grows older. Take, for instance, 
the nursing profession. In 2001, 
the average age of both registered 
and enrolled employed nurses was 
42.2 years. In 2005, the average 
age was 45.1 years. It is therefore 
not surprising that in recent years 
there has been a recruitment drive 
to attract more people to become 
nurses, and many nurses from 


overseas have been employed. 
O 
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5.1 The establishment phase of the employment cycle — human resource planning, 
job analysis and job design 





All this information should be combined to help determine: 
e the number of employees required 
e their qualifications, including skills, previous experience and knowledge 
e when and where these employees will be needed. 


Job analysis is the next step in determining an organisations human resource 
needs. There is no sense in hiring people unless the organisation is clear about 
what it is hiring them to do. In other words, the organisation must determine the 
exact nature of a job before it can recruit the right person to do it. Job analysis is 


Job analysis is the study of an a systematic study of each employee’s duties, tasks and work environment. A job 
employee's job in order to determine analysis examines: 


the duties performed, the time oo, 
involved with each of those duties, e actual job activities 
the responsibilities involved and the e the equipment used on the job 
equipment required. e specific job behaviours required 
—~ o Working conditions 
e the degree of supervision necessary. 
The job analysis for a particular position typically consists of two parts: 


Ajabde asunimayo 1 a job description: a written statement describing the employees duties, and 


what the worker will be doing — the tasks and responsibilities associated with the job 
role he/she will have in the organisation 2 a job specification: a list of the key qualifications needed to perform a particular 
in terms of duties and responsibilities. job in terms of education, skills and experience (see the figure below). 


Once staffing needs have been identified, an organisation is able to begin its 
recruiting procedures. 


A job specification will indicate 

the sort of person an organisation is 
seeking in terms of personal qualities, 
Skills, education and work experience. 








= 


John Wiley & Sons Australia, Ltd io es ge al 


Publishers Since 1807 | fy 4 ae of 
GRAPHIC DESIGNER (Artists) | Sif], 


John Wiley & Sons Australia, Ltd, a leading educational eal 
publisher, wishes to appoint an experienced Graphic 
Designer for its busy Art studio in McDougall Street. 






This full-time position involves creating flyers, brochures, 
Job posters, catalogues, advertising, stationery and web 
description pages, along with book interior and cover designs. 


The successful applicant will have excellent design skills 
and can format supplied text both quickly and accurately. 
Job A thorough knowledge of Adobe CS3 studio software 
specification package for the Macintosh is vital. GoLive, PowerPoint, 
or web site design experience, as well as good English 

skills, would be very advantageous. 


Remuneration will be based upon experience. All 
applications should be sent in writing by Monday, 
5 October 2009 to: Manager, Design, John Wiley & 
Sons Australia, Ltd, PO Box 1226, Milton QLD 4064. 
Work samples / copies would be appreciated. 


We are also calling for expressions of interest from Mac 
artists with a thorough working knowledge of Illustrator 
to perform casual or freelance work for our Art Dept. 


John Wiley & Sons Australia, Ltd A.C.N. 009 673 081 is an Equal 
Opportunity Employer which supports Affirmative Action. 


An example of a job description and 
a job specification 





Job design 


Job design involves making decisions about what tasks should be grouped together op desan invores kdensihihathe 
into a particular job, how they are to be performed (for example, will an automated tasks that should be grouped together 
process be used?), who will perform them (for example, does the person need quali- into a particular job, who should 
fications?) and where the work should be carried out. In your school canteen, for perform the job and how and where 
instance, jobs may be divided according to tasks, with one person handling food and they should perform it. 

another handling money only. Alternatively, a single employee may do both tasks 
and may have other responsibilities such as ordering supplies, developing menus or 

cleaning the canteen. Jobs that are designed so that they include a variety of tasks 

and give the employee some decision-making responsibility are more likely to lead to 

greater job satisfaction. Greater job satisfaction in turn may result in lower employee 

turnover. To return to our example, if you were working in the canteen and were 

given sole responsibility of cleaning, you may lack motivation and eventually look for 

a job elsewhere. 








Which of these advertisements 
show that job design has been 
performed? 
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TEST your understanding 5 What ts job analysis and why might well-designed 


| ? 
1 Predict the problems that could arise if a person jobs lead to lower staff turnover: 


being hired does not possess the skills or attitudes APPLY your understanding 
required for the position. a . . 
How do human resource managers go about 6 Why is it important to link business strategy to 
forecasting the organisation's demand for human resource planning? 
employees? 

Explain the relationship between a job analysis, a 

job description and a job specification. 

Select three job advertisements from a newspaper 

or online. Using the figure on page 176 as a guide, 

distinguish between the job description and the job 

specification. 
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5 The establishment phase of the employment cycle — 
© 


recruitment and selection 








KEY CONCEPT After the planning stage, the recruitment of statf commences 


and usually involves a thorough and lengthy process to ensure that the best 
person for the job is selected. 


Recruitment is the process of 
attracting qualified job applicants from 
which to select the most appropriate 
person for a specific job. 


DID YOU KNOW? 


Many organisations are now 

using the Internet to advertise 
their vacant positions — online 
recruitment. JobSearch is funded 
and operated by the Australian 
Government and is Australia’s 
largest online job board. It is a 
free service to assist job seekers 

in finding employment. It covers 
jobs in all industries in all regions 
of Australia. About 800 000 people 
visit JobSearch each month and 
around 80 000 jobs are displayed at 


any one time. 
O: 





There is more to recruitment and selection than just advertising a position. The 
process of course starts with determining what job needs to be done and then 
establishing what skills and qualifications an employee will need to be successful in 
that job. Once the job description and specification have been completed, its on to 
the process of recruitment and selection. 


Recruitment 


Recruitment is the process of finding suitable job applicants using advertisements, 
employment agencies and word of mouth. When an organisation decides to recruit 
staff, it may choose internal or external recruitment methods. Internal recruitment 
(from within the organisation) involves considering present employees as applicants 
for available positions. This often occurs when a person is promoted, and it provides 
a strong motivation for current employees. Internal searches are effective only if 
the organisation is substantial in size. An internal search for a candidate allows 
an organisation to use its own employees skills. It has the advantage of being 
low in cost and enables the organisation to select a replacement who is familiar 
with its operation. Alternatively, a suitable applicant for a position may be found 
from outside the organisation (external recruitment). A business will use external 
recruitment methods when it wants to bring in people with new or different ideas 
and attitudes. 

The recruitment method chosen will depend on the size of the organisation, the 
type of position available and the nature of the labour force in the organisation's 
particular area. The figure below outlines the main sources of employees available 
to an organisation. 


MAIN SOURCES OF EMPLOYEES 


FOR AN ORGANISATION 





The main sources of employees for an organisation 


Temporary or casual employment agencies place people into positions for a 
short period. Such placements are convenient when current employees are sick 
or on leave, or when the organisation is still seeking a suitable candidate to fill a 
position permanently. This type of service is often expensive, and it is not always 
possible to find a replacement with all the skills required. Most ‘temp’ agencies 
commonly supply people for administrative positions. 
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Sometimes getting the 
job means showing what 
you can do at the interview. 
At auditions for the television 
program So you think you can dance 
this candidate will need to convince the 
judges that he has the dancing skills to 

enter the competition. 


Many organisations use private agencies 
or recruitment companies to source suit- 
able applicants for a position. This is an 
expensive method but effective — the agency 
does the preliminary screening of candidates 
and presents potential employees who fit all the 
criteria of experience, education and training. 

Many jobs are advertised online. Organisations 
such as Seek Limited provide an ae 
efficient way for job seekers to search (i 
online for jobs that meet their qualifi- 2 
cations and expectations. Employers | 
and recruiters use organisations like 
Seek to advertise positions online and 
so reach a wide audience, although some 
still choose the traditional method of advertising in the 
newspaper. Advertising in the general media means that 
an organisation has to screen applicants, then proceed 
with interviews. This is often time consuming if the organ- 
isation receives a large number of applications, but it does 
prove effective in many cases and small to medium-sized 
organisations often use this method. 

Se 


eee 


Organisations may choose to employ the services of 
a recruitment agency to source the right applicants 
for the job. Vanessa Hall, former executive 
consultant at a boutique recruitment consultancy, 
talks about her role. 


e We assist clients to 
source and secure 
candidates.’ 


Recruitment consultancies usually aim to provide quality 
consulting services to corporate organisations. We assist 
clients to source and secure candidates by providing 
cost-effective and efficient recruitment strategies. 

In my previous roles, I have been responsible 
for the recruitment and selection of human 
resource practitioners, and for sourcing and 
securing people who are an ideal fit for our clients. | also consulted with a 
clients on their recruitment needs. 

On any given day, | might be creating advertisements, collating and screening 
responses to advertisements, interviewing candidates or presenting candidates to 
clients. 

If you are looking towards a career in business, I think you need to be open 
to opportunities and keep an open mind. It’s important to treat each contact or 
business dealing equally, as you never know where it will lead. 
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Employee selection involves choosing 


the candidate that best matches the 
organisation’s requirements. 


Discrimination occurs when a policy 
or a practice disadvantages a person 
or a group based on a personal 
characteristic that is irrelevant to the 
performance of the work. 


Selection 


After gathering information about each applicant, an employer can then select the 
person who best suits the organisation’s requirements. 

Employee selection may be described as a screening or sifting process. It involves 
gathering information about each applicant for a position and then using that infor- 
mation to choose the most appropriate applicant. Interviews, tests, physical examin- 
ations, and referee and reference checks are all part of this process. In selecting staff, 
the idea is to choose the most ‘appropriate’ person with the qualifications that best 
match the position, rather than the applicant with the ‘most’ qualifications. 

Employee selection can be an expensive process — not only in terms of the time 
and effort put into the screening process, but also in terms of the costs of inappro- 
priate selection. Losing a new employee after just a few months can cost thousands of 
dollars in terms of lost skills and productivity. However, it can be even more expen- 
sive when an employee who is an inappropriate choice does not resign voluntarily. 


Selection options 


Selecting a candidate for a position is an important decision. The decision maker 

must choose appropriate devices for screening applicants, gradually ‘narrowing the 

field’ until the most suitable person is found. Developing a short list of suitable appli- 
cants helps to limit the number of interviews to be conducted or tests and checks to 
be carried out. The following devices can be used in the selection process: 

e Application forms. Candidates outline information about themselves. The form 
may be simple, requiring details such as name, address and contact number, 
or it may require more detail about an applicant’ personal history, skills and 
experience. 

e Tests. These may be written or practical and are designed to assess aptitude, intel- 
ligence or ability. They are not used by all industries, and they are not always 
reliable as the sole indicator of an applicant’s suitability for a position. 

e Interviews. This is the most common device used in the selection process. The 
interview must be well organised and structured, and common questions must 
be used in each interview to ensure a consistent basis for selection. 

e Background checks. The employer verifies the information on the application form 
by contacting referees or agencies for information about an applicant’s previous 
experience, performance or record. 


Selection interviews 


The job interview is the most commonly used selection technique. Interviews pro- 
vide an opportunity for the job seeker and the organisation to learn more about 
each other. Interviewers can pose problems so they can evaluate the candidate’s 
motivation, personality and attitudes. The interview also provides the candidate 
with the opportunity to find out more about the job. 

Unfortunately, discrimination sometimes occurs in the selection process. A female 
candidate, for example, may mention during the interview that she has a number of 
small children. Her interviewer may then assume, mistakenly, that she would not 
be available for night shifts or business-related travel. In addition, interviewers may 
be unconsciously influenced by a candidate’s appearance. Occasionally, interviewers 
may discriminate against candidates based on their age, where they live, the school 
they attended or their sexual orientation. Interviewers may ask different questions of 
various candidates, depending on the candidate’s appearance or other characteris- 
tics. Discrimination in the interview process must be guarded against because it may 
contravene anti-discrimination or equal employment opportunity legislation. 
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After the interviews have been conducted and the checks and testing have been 
performed, the most suitable applicant will be offered the position. That person is the 
applicant that best meets the job specification, in terms of skills, qualifications and 
experience. The organisation will usually wait for the successful applicant to accept 
the position before informing the other applicants that they have been unsuccessful. 
This will help to avoid a potential problem if the successful applicant no longer wishes 


to accept the position. 


The following figure summarises the steps in a typical recruitment and selection 


process. 











DID YOU KNOW? 


According to a leading law firm it 
costs a company $75 000 to replace 
a lawyer with five or more years 
experience. The firm maintains it 
cannot afford to train good lawyers 
who build relationships with its 
clients, to see them walk out the 
door after a couple of years. It has 
put in place initiatives to make its 


talent want to stay. 
O: 


Steps in a typical recruitment 
and selection process 


5 Use the Job interview weblink in your eBookPLUS 


TEST your understanding 


Identify the costs that may result from a poor 
recruitment and selection process. Give examples. 
Discuss the strengths and weaknesses of recruiting 
internally and recruiting from external sources. 
What is the purpose of a job interview? 


APPLY your understanding 


4 You have recently been appointed as human 
resource manager for a national clothing company. 
The organisation has a history of high staff turnover 
and low morale. To correct these problems, you have 
decided to improve the recruitment and selection 
procedures. Outline the steps you might take to 
identify potential capable employees. How would 
you screen applicants? 
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to learn about effective interview techniques and 
then, working in groups of three, conduct a job 
interview. One person adopts the role of a human 
resource manager, and another adopts the role of 
the candidate for a position. The third person acts as 
an observer to assess the interview on the following 
criteria: 

(a) Was the interview effective? 

(b) How could it be improved? 

(c) What standards/criteria would you apply? 

The student assessing could award a score out of 
20, giving a reason for the mark. All students should 
then change roles. 


CHAPTER 5 


APPLY YOUR SKILLS: Fairness in the employment process — 


anti-discrimination 





PRACTISE 
YOUR SKILLS 


e apply human resource management knowledge and concepts to practical and/or 
simulated situations 
e evaluate different practices and processes for managing human resources. 


Anti-discrimination laws 


Discrimination occurs when a person is disadvantaged because of a personal char- 
acteristic such as their age or sex. Discrimination sometimes occurs in the recruit- 
ment and selection process where a potential employee is not employed because 
of personal characteristics that have no relevance to whether they can perform the 
job or not. Discrimination may be direct or indirect (see the following figure). To 
prevent discrimination and to avoid large fines, employers need to: 
e comply with legislation such as the Equal Opportunity Act 1995 (Vic) 
e audit all policies and practices to ensure they do not discriminate. 

It is worth noting here that it may be acceptable to discriminate in particular 
circumstances — for example, in employing males to clean male toilets. Employers 
may apply for exemptions. 


Direct discrimination 

Treating a person or group less 
favourably than another person or 
group in similar circumstances. 


Indirect discrimination 
Treatment that seems fair but that 
has an unequal or unfair impact 
on one person or a group 


compared with others. 


Sorry, I need a 


Ns e a 
Cai L | 










Here Tim. You get 
a company Car 
for ten years of 
Continuous service! 






had 2 babies 
and maternity 
leave, Id gef 





Direct and indirect discrimination 


Discrimination against pregnant workers 


®*Employers need 

to be particularly 
caretul they do not 
discriminate against 
ag pregnant woman 
in the recruitment 
process.’ 
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done to convince employers to adopt better policies for women 

returning to work after pregnancy. 

Discrimination against pregnant employees may involve sacking 
or demotion, limiting opportunities such as promotion, transfer, 
access to bonus payments and training. In addition it might involve 
policies in the workplace that it is more difficult for the pregnant 
women to comply with, compared to other employees. 

Employers need to be particularly careful they do not 
discriminate against a pregnant woman in the recruitment process. 
For instance, an applicant who is pregnant must be assessed 
on her ability to do a job; it is irrelevant whether or not she is 
pregnant. An employer can, however, choose not to recruit a 
pregnant woman because of the following factors: 

e The woman cannot perform essential tasks and modifying 
these tasks specifically for her would be unreasonable in the 
circumstances. 

e There are occupational health and safety issues that cannot be 
rectified. 

e The position may require that a project be completed in a certain 
time frame that the pregnant employee will be unable to meet. 
According to the Victorian Equal Opportunity and Human Rights Commission, 

those involved in the recruitment process should avoid asking questions of a personal 

nature about pregnancy. If there are some issues that may be a problem in the 
workplace it is best if the interviewer asks directly about these. For instance, will 

the prospective employee be able to travel and will there be any difficulty meeting 

project timelines? It is also advised that interviewers avoid making assumptions about 

a pregnant woman and concentrate on her skills and abilities. 


_ 





Women make up 45 per cent of the 
workforce and 70 per cent of these 
women are of childbearing age. It 
makes good sense for employers to 
develop policies that support the 
needs of women during and after 
pregnancy. 


TEST your understanding 


1 Do you think discrimination has occurred in the 
following recruitment processes? Give reasons for 
your answer. 

A Janine was told that it was rare indeed for a 
female to be able to cope with work down in the 
mine. Janine did not get the job. 

B Lai did not meet the qualifications required for 
the job and was sent a letter stating that she was 
unsuccessful in her job application. 

C Renaldo was excited about the interview and 
felt that he had a chance even though he was 
60 years old. The interviewer was clearly surprised 
that such an elderly applicant would even 
consider applying for the job. A letter was sent 
outlining the reasons why Renaldo would not be 
considered for the next round of interviews and 
it stated that the company was only considering 
applicants in a younger age bracket. 

2 Explain in your own words what discrimination 
is and why it is important that we have laws that 
attempt to prevent It. 

3 What evidence exists to suggest that pregnant 
women are discriminated against in the workplace? 

4 What can HR managers do to ensure that their 
recruitment and selection processes are not 
discriminatory? 
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APPLY your understanding 


5 Read about the following case and comment on 
whether you agree or disagree with the decision 
made and why. 


In the case Jordan v North Coast Area Health 
Service (No 2) [2005] NSWADT 258, a pregnant 
woman had requested that she be given light 
duties. Her employer did not concede to her 
request, saying that no alternative work was 
available and that a replacement worker could 
not be provided. It was suggested that the 
employee take leave. The employee claimed that 
she was discriminated against. It was found that 
the employer had indirectly discriminated against 
the pregnant employee. The NSW Administrative 
Decisions Tribunal said that the employer was 
required ‘to do more in the circumstances than 
to say, in effect, there is no policy [on how to 
deal with a move to light duties], there are no 
vacancies, there’s no money [for a replacement 
worker], and there's no legal requirement’. 
Compensation of $7500 was awarded. 


183 
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employment arrangements and remuneration 





= KEY CONCEPT Employers offer a variety of employment arrangements and 
ways of paying employees (remuneration) to attract the right person for the job. 





Many employees are choosing the 
option of working from home as well 
as the office. 


Part-time employment involves 
working fewer ordinary weekly or 
monthly hours compared with full-time 
employees. 


Casual employees are employed on 
an hourly basis. 


Enterprise bargaining is reaching 
an agreement about pay and working 
conditions at the individual or 
enterprise or workplace level. 


DID YOU KNOW? 


According to the Australian Bureau 
of Statistics, 3.2 million employed 
people (31 per cent) worked some 
hours from home, with most 

(81 per cent) working from home 
for 15 hours or less per week in 
2007, 
———E—————————— 


eT 





_ Employment arrangements 


There is much variation in the types of employment arrange- 
ments offered by organisations. If an organisation decides to 
employ a person, that person will become the organisation's 
employee, meaning they have an employment contract with 
the organisation (the employer). An employee may be offered 
part-time employment, where they work fewer hours than 
the full-time ordinary hours. The benefits include continuity of 
employment and accrual of pro rata benefits (the proportion of 
normal full-time benefits related to the hours worked). Organ- 
isations benefit from the productivity of part-time employees, 
who may be more motivated than full-time employees, and 
: — from the ability to employ people specifically for peak periods. 
Another type of employment arrangement may involve an organisation 
employing what are known as casual employees. Casual employees are employed 
on an hourly basis and do not receive a range of entitlements (non-wage benefits) 
such as long-service leave and sick leave. To compensate, casual employees are 
paid a loading — that is, extra pay — on top of the normal full-time rate. As well, 
they have the flexibility to accept or reject work at a particular time. 

Employment arrangements have been influenced by the introduction of 
enterprise bargaining (see p. 217) resulting in a variation of working hours and 
conditions depending on the organisation. Working conditions such as regular 
hours worked and overtime or shift allowances will be made clear to the employee 
and are often negotiated between employer and employee at the workplace level. 
Employers are increasingly providing their employees with greater flexibility in 
terms of hours worked and other work conditions. For example, some employers 
offer employees: 

e the choice to take time off or receive extra pay if the employee has worked 
overtime 

e flexibility with regard to when work takes place, such as when the employee 
starts and finishes work 

e career breaks that allow employees periods of leave without pay 

e arrangements where the employee can work from home on a full-time or 
part-time basis 

e part-year employment 

e family leave (additional to maternity, paternity and parental leave) 

e job sharing options, where two employees share a full-time job. 

This flexibility may actually attract a potential applicant who would otherwise 
not have considered that position. 

It is worthwhile noting that in some cases, organisations may choose not to 
employ a person but to outsource; that is, engage the services of a contractor 
(someone who is contracted to supply labour). A contractor is not an employee of 
the organisation and does not have the same rights as an employee. For example, 
contractors are responsible for their own tax payments and may work for a number 
of businesses. They are typically self-employed and are increasingly common in 
many industries, particularly the transport and construction industries. By using 
independent contractors, companies bypass many of the requirements of a contract 
of employment, such as sick leave entitlements and maternity leave provisions. 
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Remuneration 


Remuneration refers to the financial payment an employee receives in return for 
working for an employer. Under the Rudd Government’ new workplace relations 
system, the National Employment Standards were established that contain 10 mini- 
mum conditions of employment. It is against the law for any workplace agreement 
to contain less than these minimum conditions. The minimum conditions refer to 
basic rates of pay, hours worked, annual leave, personal leave, parental leave and 
other entitlements. 

An organisation might also decide 
to provide wage rates or salary and 
conditions better than those laid 
down in the standard. Sometimes the 
combination of base wage and other 
extras, such as the potential to earn 
a bonus, form what is referred to as 
a ‘remuneration package’. Remuner- 
ation may not only include the base 
pay the employee receives but also 
other rewards such as bonuses, com- 
missions, allowances, use of a com- 





Remuneration is monetary payment 
in return for the work an employee 
performs. 


A wage is an hourly or weekly rate of 
pay. 


Employees who earn a salary are paid 
a fixed amount each year which is 
then divided by 26 to give a fortnightly 
salary, or by 12 to give a monthly 
salary. 


Salary sacrifice is forgoing salary 
in order to receive another non-cash 
benefit of equivalent value. 


pany car, laptop computers, childcare 






Many employers offer monetary rewards over 
and above the base wage when an employee 
achieves their goals and the organisation's goals. 





facilities and holidays. These are A 
offered as incentives when the organ- 

isation wants to attract and keep the 

right employees. Many firms also offer 

salary sacrifice (also referred to as 

salary packaging), where employees 
sacrifice some of their salary to receive 

a benefit such as a car. The item is often purchased out of their pre-tax salary, so 
this makes salary sacrifice an attractive proposition for many employees. 

It is crucial that organisations offer remuneration packages that reflect the 
responsibilities undertaken and skills required for an employee to do a job. Many 
organisations consider the ‘going rate’ in the market when devising remuneration 
packages. However, the onset of more difficult economic times in 2009, and a 
backlash from shareholders, have now led many organisations to curb or even 
cancel bonus payments to executives. 


TEST your understanding 


1 Not everyone works nine to five these days. List 
and describe at least five different employment 
arrangements that can exist between the employer 
and employee. 
What other types of monetary rewards can be given 
to an employee over and above the base wage? 
What are the National Employment Standards and 
how do they protect workers? 


APPLY your understanding 


4 What benefits may both the employer and employee 
enjoy as a result of making more flexible work 
arrangements available to employees? 
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DID YOU KNOW? 


Mercer Human Resource 
Consulting conducted a survey 

of 150 Australian organisations 
regarding their remuneration 
practices and found that 70 per 
cent of them use the remuneration 
packaging approach. 


( = —™ 


5 The former Governor of the Reserve Bank had this to 
say about how top executives have been rewarded: 
‘The biggest misdirected incentive was the 
performance-based pay structures which awarded 
massive bonuses to the management of financial 
institutions on the basis of short-term profit results 
... Annual bonuses in the millions or tens of millions 
of dollars were available to the most successful profit 
earners and, of course, were not returnable when 
the short-term profits were lost in subsequent years.’ 

Comment on the pros and cons of offering top 
executives exorbitant bonuses. 
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EXTEND YOUR KNOWLEDGE: Employment arrangements that 


suit Virginia, Sally and Karl 





Employment arrangements vary greatly and ultimately must suit 
both the employer and employee. 


Employment contract options 





The ever-changing nature of work has resulted in many organisations 
offering part-time and casual employment contracts. Each type of 
employment option has advantages and disadvantages for employees. 


Virginia Chung — part-time costume designer 


Part-time work suits me. | can earn some money on 

a regular basis but because | am studying at TAFE 

| need time to study. As a part-time employee, | have 
job security because | work regular days and regular 
hours, but for fewer days or hours than a full-time 
employee. As a part-time employee, | receive a number 
of entitlements on a pro rata (proportional) basis. | work 
three days per week, for example, so | am entitled to 
three-fifths of the non-wage benefits available to full- 
time employees. However, part-time work does have a 
tew disadvantages. First, because | work fewer hours, 

| receive a smaller weekly pay and reduced entitlements 
compared with the pay and entitlements of full-time 
employees. Second, | do not receive the loading paid 
to casual staff. Overall, while I’m studying, part-time 
employment offers better conditions than casual 
employment. 























Sally Nicholson — casual 
check-out operator 


As a casual worker, | am 
employed on an hourly basis. 
The main disadvantage of casual 
employment is that | do not have 
job security. | can be dismissed 
at one hour's notice or with one 
hour's pay instead of notice. And 
| do not receive a number of non- 
wage benefits, such as sick leave 
or long-service leave. | can be 
called in to work at any time, often 
without much warning. 

The business | work for does 
not operate a very efficient roster 
system. There is some favouritism 
towards the older casual 
employees, who usually have first 
choice of roster times. While this 
job provides me with some income, 
the fact that It is not regular means 
| am finding it difficult to obtain a 
home loan. In the long run, | would 
prefer a full-time position. 


| can be called in 
to work at any time, 
often without much 
warning. 
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©The main 
disadvantage of 
full-time work is not 
having time tor my 
hobbies, but | guess 
the extra money 
makes up for that.’ 


These case studies highlight three common employment arrangements, but as dis- 
cussed on page 184 there are a lot of variations on the theme in terms of whether 
someone works from home, whether they are able to start and finish work at times 
that suit them and their families, and even whether they work full time but not the 
school holidays. Social researcher Katherine Lockett says that: ‘Employees who are 
given more working options are motivated so it’s in everyone’s interest to be more 
flexible ... smart employers are starting to do it and are saying: “Yes, we value you. 
We want to retain your skills and experience.” So they are offering flexibility and real- 
ising that it doesn’t have to cost more. They are ignoring those dinosaur managers that 


say to staff: “If I can’t see you working, I don’t know if you are working”. 


TEST your understanding 


1 List the advantages and disadvantages of each 
employment arrangement for Virginia, Sally and 
Karl: 

(a) trom an employee's viewpoint 

(b) from an organisation's viewpoint. 

Discuss the reasons why some employers may resist 
giving employees greater flexibility in terms of where 
they work and the hours they work. 

Discuss how the type of job may affect the 
employment arrangements for that job. 


2? 9 


EXTEND your understanding 


4 Interview two people who work and ask the 
following questions: 

e Can you describe your current employment 
arrangement (for example, do you work full or 
part time)? 

¢ What are the advantages and disadvantages of 
your employment arrangement? 

Summarise each interviewee’'s response. 

Use the Workplace flexibility weblink in your 

eBookPLUS to draw up a table that lists the benefits 

of greater workplace flexibility for the employer and 
the employee. 
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The maintenance phase of the employment 


@ cycle — induction 





Induction helps employees to adapt to their new organisation. 
In this transition phase there are many new things to learn about how the 
organisation operates and the processes that are used. 


Induction is a process of acquainting 
new employees with the organisation 
— its history, structures, objectives, 
culture, policies and practices — and 
the jobs they will perform. 


Life is full of situations where we have to learn 
something new. When we start a new job, 
many of us feel just like a child again because 


there is so much to learn. 


Beginning work in an organisation means meeting new people and learning how 
everything works — at the same time trying to create a good impression. Soon 
after candidates join an organisation, they go through the organisation’s induction 
program. A well-prepared induction program can help an employee through this 
stressful transition period. 

The process of induction (sometimes called orientation or even onboarding) 
introduces new employees to the job they will do and shows them where they 
can find the basics they need to begin the job. An effective induction program 
is carefully planned to introduce new employees to the job, their coworkers, the 
organisation and how it operates. Topics covered in the induction program include 
information about the history of the organisation, its culture, general conditions 
and benefits, training, safety and career paths. 

Supervisors, coworkers and the human resources department may be involved 
in the induction process. Research shows that most employees who leave an organ- 
isation depart in the first six months, so the need for support is greatest when an 
employee is new in a job. 
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Employee’s name: 
Department: 


All boxes to be marked off where applicable 


About the organisation 

U Telephone and email address 
LJ Organisation chart 

U Current staff telephone lists 
Q Staff facilities 

U Superannuation 

U Workers compensation 

_) Affirmative action policy statement 
U Training and development 

Q Promotion 

_} Welfare policies 

U Grievance procedures 

_} Quality statement 
Conditions of employment 


Q Salary and wages 


L Methods of payment 

U Employment tax declaration 
Q Tax file number declaration 
L) Sick leave 

Q Hours 

L) Overtime 

LJ Shift arrangements 

Q Incentive and bonus schemes 
Q Annual leave 

L) Special leave 

U Redundancy and retirement 
Floor plans 


Q Location of facilities — first aid room, canteen, tea room, 


toilets, staff notice boards 
U Parking 


INDUCTION CHECKLIST 


Starting date: 
Position: 


Work procedures 

L) Job description 

LJ Work instructions 

_} Care of organisation’s property 

U Supply and maintenance of equipment 

L) Stock requisition 

Occupational health and safety 

U Safety rules and procedures 

Q Safety regulations 

Q Protective clothing 

U Lifting and handling 

Ù Relevant legislation explained 

Q First aid officers 

Emergency procedures 

U Tour of premises 

U Explanation of fire warning system 

U Evacuation plan 

U Fire escapes 

_) Evacuation assembly points 

U No smoking rule 

U Training in use of fire-fighting equipment 

_) Closing fire doors 

_) Restricted areas 

_) Maintaining clearance of exits 

Feedback opportunities 

U Progress in job — after first day; after first week; 
after first month 

U Performance appraisal 

_} Matters requiring further clarification 





A well-prepared induction program will: 
e reduce stress and anxiety that may be associated with starting a new job 
e build a new employees confidence in the job by: 

— assisting the employee to feel part of the organisation 

— helping to establish good working relations with coworkers and supervisors 
e ensure greater awareness of major safety policies and procedures. 


TEST your understanding 


1 What is an induction program? 


2 Why should organisations offer their new employees 


an induction program? 


APPLY your understanding 


3 In principle, induction programs reduce stress, 

easing the transition into the workplace for the new 

employee. Not all induction programs are run properly 

though. Describe the faults in the following cases. 

A Joanne arrived at 9.30 for her induction training 
but no one else was there. The learning and 
development manager finally turned up with a 
bundle of manuals for her to read. He said: ‘That 
should at least keep you going till lunchtime!’ 

Lee had so many questions he needed to have 





A sample induction 
checklist — subjects 
that might be covered 
in the induction process 


as: How and when do | get paid? What do 
| really have to do? What's it like to work 
here? and Where are the toilets and canteen? 


Unfortunately, most of the day was focused on 


how to beat the competition rather than what he 


really needed to survive the first month. 


Grant enjoyed the induction. It gave him a real 


whether or not it was beneficial. 


feel for the place, but he did finish the day a little 
contused. He listened to at least three different 
versions of how to approach his projects trom 
various staff members at different times. 
Think back to a time when you started something 
new. It may have been a new year at school or you 
may have joined a group to learn something new. 
Explain the induction process that was used to help 
you ease into the new situation and comment on 


answered. The basics included such things 
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5 The maintenance phase of the employment cycle — 
® 


training and development 





a KEY CONCEPTS Giving a person the right knowledge and skills to perform their 
jobs effectively is what training is all about. 


Development focuses on preparing the employee to take on 
responsibilities within the organisation in the future and often 
requires training. 


An introduction to training and 
development 


Training and development are aimed at improving employees’ skills and abilities 
— they are necessary for both personal and organisational growth. New employees 

B may need some training and development, depending on their level of experience. 

Employee training generally refers to Existi 1 1 A esas aaa Sai d 
ihe pocesolteading shif howiods xisting employees also need training and development to continually upgrade 
their job more efficiently and effectively their skills. Employee training is teaching staff to perform their job more produc- 


by boosting their knowledge and skills. tively. Development is the process of preparing employees to take on more respon- 
— ~ sibilities in the future through acquiring better knowledge and skills and gaining 
Development refers to activities more experience in a particular area. Developing staff often involves training. It is 


that prepare staff to take on greater 


E interesting to note that many employees expect their organisation to provide them 
responsibility in the future. 8 Pop P 8 p 


with opportunities to grow and learn and ultimately improve their employability. 


© © 
Training 
The aim of training is to seek long-term change in employees’ skills, knowledge, 


attitudes and behaviour in order to improve work performance in the organisation. 
Many organisations do not, however, spend enough on staff training. According to 





DID YOU KNOW? 


Ford Australia claims that worker the Australian Centre for Industrial Relations Research and Training: ‘There is little 
training has led to halving evidence of a strong training culture within Australian workforces’. This is unfortu- 
absenteeism and reducing labour nate because training and development provide many benefits to an organisation: 
turnover. 1 The quality of work improves. 


. 2 Employee productivity increases. 


3 The organisation has a greater ability to cope with change. 

Life is a continual learning 4 Organisational objectives are achieved more easily. 

curve and it doesn't just stop n , | Today, many enterprise agree- 
f when you've finished VCE. You E ae ae he f i l heme 
l maygoto university ör you ments focus on improving the func 
|) might start full-time work. tional flexibility of the workforce 
F In any case you will receive through multiskilling, job rotation, 
training to help you gain the removal of restrictive work prac- 

CAOR E A EEEO tices and job enrichment. Ongoing 

work productively. H 

training and development are key 
ingredients in this process. Lack of 

training can have long-term impli- 
cations for an organisation’s ongoing 
competitiveness and could lead to 
higher turnover rates as staff seek 
development in other forms. Well- 
organised and presented training 
provides benefits for both the 
employee and the employer, as the 
table opposite shows. 
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An effective training program is planned and perceived as integral to the organ- 
isation’s strategy, and to maintaining or developing an organisation’s sustainable 
competitive advantage. Ongoing training for all employees is becoming critical 
due to rapid technological change and global competition — so critical that many 
organisations now promote the concept of a learning organisation. A learning 
organisation is aware of its actions and its environment and tries to improve its 
understanding of the relationship between the two. All employees are involved in 
developing knowledge and insights that allow the organisation to continually grow 
and improve. 


Benefits of training 





Benefits for employees Benefits for the organisation 

Opportunity for promotion and Higher productivity through better job performance 
self-improvement and more efficient use of human resources 
Improved job satisfaction through Goals and objectives more effectively met 

better job performance 

A challenge — the chance to learn Reduced costs due to less labour turnover and 

new things absenteeism, and fewer errors and accidents 
Adaptability — greater ability to A more capable, ‘mobile’ workforce 


dapt to and ith ch ia i i 
A A E Seen ee Existing staff more easily retained 


Less disruption in the event of staff turnover 


An ‘insurance policy’ — employees are better able 
to cope with organisational crises (a benefit for 
employees as well) 


Technology creates the need for 
ongoing training 

It is the task of the human resource manager 
to plan for the effective introduction of new 
technology. Training needs must be identified 
well in advance of any proposed technological 
implementation. This will ensure change hap- 
pens at a pace consistent with the capabilities 
and expectations of the workforce. It also means 
human resource managers must constantly con- 
sider the skills required by the workforce in the 
future. The existing workforce must be trained 
and, if very rapid technological change demands 
it, retrained within a short time. While training 
of employees is often expensive, it cannot be 
ignored. Untrained employees will often resist 
new technology or not use it effectively. 


Types of training 


A number of training methods are available to organisations: 

e Oftf-the-job experience: for example, classroom activities, simulations 

e On-the-job experience: for example, coaching, job rotation 

e Action learning — learning by experience solving real workplace problems: NAB 
and IBM use this form of training 


A learning organisation monitors 
and interprets its environment, seeking 
to improve Its understanding of the 
interrelationship between Its actions 
and its environment. 





Technology creates the need for 
training. 
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5.5 The maintenance phase of the employment cycle — training and development 





DID YOU KNOW? 


Training at the communications 
company Motorola is high on the 
agenda. Every Motorola employee 
must complete at least 40 hours of 
training a year. 
eee 


Succession planning focuses on 
preparing employees with potential 
to take on key management positions 
within the organisation in the future, 
should the need arise. 








‘development’. 









TEST your understanding 


1 Distinguish between the terms ‘training’ and 4 What are the benefits to an organisation of 


2 Outline how training and development can benefit 5 Use the Succession planning weblink in 
both the employee and the employer. your eBookPLUS to define succession 
3 Distinguish between informal on-the-job training planning and state why many 


and formal off-the-job training. 


¢ Competency-based training — identifies skill strengths and areas where further 
training is required 

e Training within industry — specifically developing the skills of first-line 
supervisors 

e Corporate universities — organisations can also form partnerships with academic 
institutions to develop training: for example, Coles and Qantas have forged 
partnerships with academic institutions 

e Training technologies: for example, computer-based training (the computer 
becomes a vehicle for learning), multimedia training, web-based training 
(training via the Internet). 

To gauge the effectiveness of training and development, some form of regular 
evaluation should be undertaken. 

As already discussed, developing employees is about preparing them for taking 
on more responsibilities in the future. This is not only good for the employee but 
crucial for the employer who must plan for future human resource needs at both 
the managerial and entry levels. Effective development programs ensure staff are 
retained, and that motivation and commitment are enhanced through promotion 
opportunities for all employees over the longer term. Training is a big part of devel- 
oping staff and assisting them to reach their true potential. 

How an employee is developed in an organisation will depend on the organisation's 
needs as well as the employee's career stage. In the early stages of an employee's career, 
the focus may be on gaining qualifications. As they move from one employment area 
to another, younger employees focus on experiencing a variety of roles to determine 
their interests and talents. Later, developing specialist or managerial competencies 
may become important as employees move into senior positions. 

Programs aimed specifically at developing effective managers may focus on the 
use of: 
¢ job rotation — the employee experiences many different aspects of an organ- 

isation. For example, a manager may move from one section of the business 

to another, taking with them their management skills and applying them to a 

different situation. In theory this is supposed to reduce boredom because the 

employee is exposed to new situations and is given plenty of variety. 

e mentoring — a mentor acts a bit like a coach, supporting the employee as they 
learn. The employee is able to gain from the experience and skills of another 
person in the organisation. 

e formal business training — this may be done through programs such as the 
Masters of Business Administration (MBA). 

Closely related to developing staff is the concept of succession planning. Suc- 
cession planning is ensuring that there are managers in the organisation who can 
step into senior management positions if for some reason a vacancy occurs. This 
is particularly important for many organisations because some management roles 
require specific skills and a detailed knowledge of how the organisation operates. It 
may take years of grooming the right person to ensure that when a senior manager 
does move on there is someone to take his or her place. 







APPLY your understanding 






promoting a ‘learning organisation’ concept? 


organisations undertake succession planning. 
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recognition and reward 


The maintenance phase of the employment cycle — 








way for organisations to become more productive. 


; Aid A | X koi 
CERTIFCAD 


A 


i 


i| 
w | 


TS ee een 


When did someone last take time to praise you for a job well done and how did 
it make you feel? In the workplace, an effective recognition and reward program 
should help to attract, retain and motivate employees. Recognition refers to 
acknowledging the fact that an employee has performed well. Acknowledgement 
may involve giving the employee a reward, such as a bonus, in exchange for doing 
a good job. 

A recognition and rewards system can also reinforce strategies that will facilitate 
change or support desirable corporate values, such as a focus on the customer. 
For example, BHP Billiton offers employee awards in categories such as health, 
safety, the environment and community to recognise employees who demonstrate 
company values and go beyond their day-to-day job requirements to care for their 
fellow employees, the community and the environment. 











KEY CONCEPT Recognising and rewarding employee performance is used as a 


Recognition might just be a pat on the back 
for a job well done. Many organisations, 
though, now have formal reward and 
recognition programs so that employees 
who perform well are rewarded and 
encouraged to continue the good work. 


DID YOU KNOW? » 


A survey conducted by the 
company RedBalloon found 

that employees said they 

would contribute more to their 
organisation if they were rewarded 


for their efforts. 
eo ————— 


Recognition and reward programs 
aim at both acknowledging the work 
an employee has done and providing 
some sort of benefit such as cash, 
merchandise, travel or gift certificates 
in return for a job well done. 


5.6 The maintenance phase of the employment cycle — recognition and reward 


Total reward system 





Intrinsic rewards associated 
with job (non-monetary) 


Os 


Extrinsic rewards associated 
with job (monetary/non-monetary) 


C] 


Job Environment Direct (cash) Indirect (fringe benefits) 
e Interesting work e Good policies and e Wages e Insurance 
e Challenge practices e Salary e Holidays 
e Responsibility e Leadership/supervision e Commissions e Child care 
e Recognition/feedback is effective e Incentive and e Medical/health costs 
e Promotion e Good relationships performance e Employee assistance 
e Autonomy in job with coworkers — bonus plans e Flexible work schedules 
e Sense of achievement e Safe and healthy work — share plan e Free legal advice 
environment — pay increase e Personal loans at cheap 
e Fair treatment — group profit rates 
e Club membership sharing e Moving expenses 
e Social activities (gainsharing) e Training expenses/time 
e Recognition, praise Non-cash off 


e Company car 

e Parking space 

e Discount purchases and 
privileges 


e Individual awards 
e Group awards 


Features of reward systems 


Rewards can be monetary or non-monetary, and intrinsic or extrinsic (see the 
figure above). Intrinsic rewards are those that the individual derives from the task 
itself, such as a sense of achievement. Extrinsic rewards are those given or pro- 
vided outside the job. They may be monetary (for example, incentive payments) 
or non-monetary (for example, flexible work schedules). 

Sometimes organisations use profit sharing to reward their employees. Employees 
may be offered shares, annual bonuses or performance payments based on output, 
sales, profits or other indicators. Profit sharing or employee share plans are often 
used to promote a culture that values quality, customer service, participation or 
teamwork. Reward systems are also increasingly linked to performance manage- 
ment through enterprise bargaining and individual contracts. 


Intrinsic rewards come from the task 
or job itself, such as recognition or 
feedback or a sense of achievement. 


Extrinsic rewards are outside the job 
itself. They may be monetary or non- 
monetary. 


The reward system should aim to motivate staff and be equitable, clearly communi- 
cated, defensible, consistent, relevant, cost-effective and integrated with corporate 
strategy. Managers can also link rewards with performance and skills recognised in 
the marketplace, using job evaluations (based on job descriptions, specifications 
and performance appraisals), comparison with other similar employers and analysis 
of statistics and surveys compiled by recruitment agencies. 

Relating performance-based pay to teamwork may provide a clear focus for 
employees and reward high-performing employees for their efforts. Some argue 
that businesses may use performance incentive systems as a substitute for more 
important motivation strategies, such as improved job design, employee partici- 
pation and feedback to employees about their work. 
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The human resource manager can use many tools in developing a reward system. 
A grid or matrix, for example, could be drawn up to assess the objectives of each 
reward and the overall effectiveness of the system, such as the one shown in the 
following figure. 


A rewards matrix for an organisation 


Reward objectives 





It is important to note that performance-based rewards may lead to problems 
if some individuals believe they work harder than others in teams without recog- 
nition of their efforts. They may also lead to competition between workers, rather 
than cooperation. For some employees, productivity or job performance may be 
difficult to measure and reward. Employees must perceive the system as fair and 
equitable, or increases in industrial unrest or employee turnover may result. 


TEST your understanding APPLY your understanding 


1 Distinguish between ‘intrinsic’ and ‘extrinsic’ 4 Read the following scenarios and state: 
rewards in each of the following examples: (i) the problems that can occur with this 
(a) Chris's new task in his role as chief research recognition and reward system 
officer is to determine how the business (ii) how each of these problems might be overcome. 
can grow online. He finds this an exciting A Jamila was given the employee of the month 
challenge and a change from his usual work. award but Deanne said that was just because she 
(b) Jane just loves working in an organisation that was the boss's favourite. 
is SO caring and well managed. Pete’s given up trying because he thinks he won't 
(c) In her new job, Louise is excited to find that have a hope of ever receiving a reward in his 
she has been given a car park In the building company’s recognition and reward program. 
and also a corporate discount card that entitles Jaz thinks that only those who are good at self- 
her to a 5 per cent discount on petrol. promotion ever get the rewards. It is not about 
What is ‘profit sharing’? Why is it used by the work done, It is about who can promote 
businesses? themselves the most. 
Imagine you are conducting a survey into the Comment on the following statement: ‘When 
effectiveness of an organisation’s system of people say they want reward and recognition they 
rewards and benefits. How would you evaluate really just want a pay increase and that’s all.’ 
the rewards system? Identify the criteria you Gainsharing is a group employee reward system 
would use. where the group shares the benefits of any 
productivity improvements. Examples include the 
Scanlon Plan, the Rucker Plan and Improshare™. 
Using the Internet, research one of these gainsharing 
plans, stating its main features and why it may be 
beneficial. 
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5 The maintenance phase of the employment cycle — 


r performance management 





> KEY CONCEPT Managing how well an organisation performs relies on 

many factors, such as its performance appraisal system; and the way the 
organisation designs jobs, recruits and selects staff, trains staff and provides 
appropriate reward and recognition. 


Performance management 


; Performance management aims to improve both organisational and individual 
oe eee oe employee performance by relating the organisation's performance objectives to 
on improving both organisational and ek: 
individual performance through relating the employee's performance objectives. For example, if a food company wishes to 


organisational performance objectives increase market share it might develop a new and exciting range of ‘heat and eat’ 
to individual employee performance meals. The advertising manager would then have the task of promoting these new 
objectives. 


products and his or her objective might be to create an advertising campaign that 
increases sales by 10 per cent in the first year. In addition, sales representatives 
would have a performance objective of selling 10 per cent more product than the 
previous year. 






Tn 


Performance management is about 
improving organisational and individual 
performance. If individuals are performing 
well, chances are the organisation should 
perform well too. 
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Performance management is about setting objectives that help the company 
achieve its overall objective. Effective performance management looks at whether 
jobs are well designed and employees with the right skills are hired to under- 
take work. Training as well as appropriate reward and recognition programs also 
increase the likelihood that performance in the whole organisation is managed 
appropriately. Managing an employee's individual performance in the organisation 
is referred to as performance appraisal and it too is a crucial part of performance 
management. 


Performance appraisal 


Performance appraisal involves five main objectives: 

1 to provide feedback from management to employees regarding work 
performance 

2 to act aS a measurement against which promotion and pay rises can be 

determined 

to help the organisation monitor its employee selection 

to identify employees’ training and development needs 

5 to identify new objectives and put a plan in place to improve future 
performance. 

If most employees continually perform below expectations, the organisation's 
recruitment and selection process may need to be changed, or extra training and 
development may be required. Although many managers are uncomfortable with the 
idea of evaluating employees, effective performance appraisal is a crucial function of 
good management. 


bw 


Common methods of appraisal 


One widely used performance appraisal technique is management by objectives, 
where the employer and employee discuss and agree on the objectives to be evalu- 
ated. The employee's progress is reviewed periodically and, if needed, corrective 
measures are implemented. 

There are other appraisal techniques, such as: 

e Essay method. A manager keeps a journal on each employee being appraised. 
Notes may be restricted to specific aspects of job performance, such as customer 
service, sales, personal presentation and cash register use. 

e Critical incident method. This is similar to the essay method except that the man- 
ager records only exceptionally good or bad aspects of work performance. 

e Comparison method. Each employee is ranked according to a list of predetermined 
performance characteristics. This method often incorporates statistical values 
as a means of measurement — for example, a rating scale of 1 to 5 (1 being 
poor and 5 being excellent). This scale may be used to assess knowledge, speed, 
accuracy, communication, interpersonal skills, oral and written skills, personal 
presentation and administration techniques. 

No matter which appraisal technique is used, the results should be discussed 
with the employee as soon as possible. The manager should explain both the posi- 
tive and the negative aspects of an employees performance, encourage the employee 
to continue with his or her positive behaviour, and let the employee know what 
to do to be recognised as a more productive employee in the future. Without this 
performance feedback, performance appraisals are a pointless exercise. 

The most crucial aspect of any performance appraisal method is for the process 
to be completely objective. Performance based on the opinion of one person can 
often be subjective and open to manipulation. The article on page 199 also sheds 
some light on the recipe for a good appraisal system. 


Performance appraisal is the formal 
assessment of how efficiently and 
effectively an employee is performing 
his or her role in the organisation. 





DID YOU KNOW? 


The recruitment firm Hudson found 
that 42 per cent of Australian 
employers did not have a way of 


monitoring staff performance. 
O: 


Performance feedback is the 
information provided to an employee 
after a performance appraisal. 
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SAMPLE PERFORMANCE APPRAISAL 


ANE ens Mn NN tt tea ates din ahd a aad estan a re da eth ata ee Pea eee ee [a See 
MANAGER EEA aN cet or neha a aoa) ek AM athe E E Acne, han nani tess 
RESTAURANT R eee arta clon a LAST PA Ta AE Ee eke NEX TEPA maa (Ce A 


Rate on scales of 1 through 5 (Fractions are acceptable) 


Performance often exceeds standards = (5) 
Performance ALWAYS meets standards Zn 
Performance generally high, but sometimes below standard Een) 
Performance generally good, but often below standard = 
Performance consistently below standard 2 
EMPLOYEE MANAGER 
SCORES SCORES 










a a 
fh oe ae — | — 
er a OOOO O OO 


Attendance — Arrives as scheduled and takes breaks as scheduled 


Appearance — Wears and maintains proper uniform and grooming ooo 
Equipment Use — Uses and maintains all equipment properly io 









[Sanitation — Adheres to all sanitation standards o oo o o 
| Security —Adheres to all security standards oS o o 
| Courtesy — Courteous to customers, fellow employees and management f | 

[| 


Teamwork — Willingly assists others at all times 


Job Knowledge — Demonstrates, through performance, job requirements fs) 
Quantity — Accomplishes the amount of work expected of position E 


CAF — Always practises and displays a ‘courteous and friendly’ attitude and commitment 





MANAGER NOTES: At the Manager’s discretion a score of 6 can be 
awarded for performance which consistently exceeds 
standards — making 120% a highest possible score. 


MANAGEMENT COMMENTS: 


GOALS FOR NEXT REVIEW: 


Management Signature Crew Signature 


A sample performance appraisal 
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Surprise! It’s performance appraisal time 





A performance appraisal should be the opportunity for a leader in an organisation 
to set the development opportunities for their employees alight. It should be an 
invigorating, refreshing occasion. 

Admittedly, sometimes it may be a tough experience as some home truths are 
formally shared about performance and leadership. But it should never, never be a 
Surprise. 

Many organisations fail the most rudimentary test of a good performance 
appraisal system. The system becomes routine. A tick the box exercise that has as 
much to do about developing people’s performance as macroeconomic theory has to 
do with customer service. 

Performance appraisal systems which are routine and more about the system 
than the systemic and systematic develooment of people are a failure and should be 
stopped and overhauled for the good of the organisation. 

A good performance appraisal system will have coaching at the heart of its 
structure and application. If an organisation has not set about teaching their leaders 
how to coach, it is not serious about having a performance appraisal system. 

Not many people are naturally good coaches. They need to be trained. They need 
to be able to comprehend that the appraisal is not about them but is about the 
employee. The key to a successful appraisal is having the employee believe they have 
performance gaps and that rewards will come through closing the gaps. Belief Is a 
powerful motivator. 


° A performance 
appraisal ... should 
be an invigorating, 
refreshing occasion.” 


Source: Extracts from ‘Surprise! It’s performance appraisal time’, 
www.changefactory.com.au. 


9 Survey five people, asking them to respond to the W 
following statements. Collate the results as a class 
and write a paragraph about what the survey has 
revealed about performance appraisal. 


TEST your understanding 


1 Distinguish between performance management 
and performance appraisal. 

2 Suggest why employees may be dissatisfied with a 
performance appraisal session. 

3 According to the article ‘Surprise! It's performance 
appraisal time’, why do so many organisations fail 
when it comes to providing a good performance 
appraisal system? 

4 Briefly outline four common methods used to 


When appraising work, 
everyone should be 
given the same score. 


If the organisation as 


conduct a performance appraisal. 


a whole has not made 


5 Outline why it is important to provide feedback a profit, no employee 
after a performance appraisal session. should receive a bonus. 
6 Explain the benefits, both to an employer and Poor performers should 


an employee, of a good performance appraisal 
system. 


APPLY your understanding 


be sifted out and 
sacked. 


Pay increases 
should be linked 


7 Have you been asked to appraise your own to good individual 
learning or performance? Research how self- performance. 
appraisal could be used as a part of a performance = 
appraisal process. A good rating in a 

8 Use the 360-degree feedback performance review 


weblink in your eBookPLUS to 
explain what this feedback is and 
why it might be beneficial to the 
employee and employer. 





is more likely to 
reveal excellent self- 
promotion skills than 
anything else. 
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oR >: The termination phase of the employment cycle 





— KEY CONCEPT The final stage in the employment cycle is the ‘termination stage’, in 
which workers leave the workplace on a voluntary or involuntary basis. This stage 
needs to be handled carefully and sensitively by the human resource manager. 


Termination is the ending of the 
employment of an employee. 


Retirement occurs when an employee 


decides to give up full-time or part- 
time work and no longer be part of the 
labour force. 


Termination of employment and 
how it is managed 


Gone are the days when a person would commence their full-time working life at the 
age of 16 or 17, work for approximately +5 years, and then retire. Work patterns and 
organisational operations have undergone radical change over the past two decades 
and this has dramatically altered the movement of people into and out of jobs. Due to 
increased international competition, many organisations — large, medium and small 
— have been forced to restructure. As a result, there has been a marked increase in 
the number of voluntary and involuntary redundancies being offered. 

Termination of employment is when an employee leaves a particular work- 
place, ending the employment relationship. Termination of employment is usually 
managed by the human resource manager, who must ensure that the employee is 
treated both fairly and within the law. 

There are many reasons why employees leave an organisation. However, it is 
possible to classify the different types of separation into two broad categories: 
voluntary and involuntary (shown in the following figure). 


Types of separation 





Termination — voluntary and involuntary 


Retirement 


Retirement is when an employee voluntarily leaves the workplace and the 
workforce. Until the mid-1980s, it was common for men to retire once they reached 
65 years of age and women when they reached 60 years of age. Since changes to 
legislation in the 1990s, there has been no ‘official’ retirement age. People now 
can choose when they would like to retire. A recent trend is for people to retire 
‘early — that is, in their mid- to late 50s. The way businesses have approached 
employee retirement has also changed. Today, many organisations provide advice 
and assistance to employees to help them prepare for retirement. 
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An employee may leave an organisation for 
many reasons. If an employee is retrenched 
(laid off) or dismissed, it can lead to feelings 
of disappointment and rejection. Fear of not 
getting a replacement job and being able to 
pay the bills make termination difficult to 
bear for some people. 


Resignation 


Resignation, or ‘quitting’, is a voluntary ending of the employment relationship. a e 
People resign for a variety of reasons, including; employment by the employee ‘quitting’ 
e the offer of a promotion with another business their job. 
e to start their own business 
e boredom with their present job 
e a change of lifestyle. 
Usually, the employee needs to give the employer sufficient notice of his or her 
intention to resign. The length of notice varies from job to job, ranging from a few 
hours for casual employees to a month for some professionals. 
Whenever an organisation wants to downsize — that is, decrease the size of its 
operation — it will not fill vacancies that have come about due to retirements and 
resignations. 


Redundancy 


Redundancy occurs when the job a person does is no longer necessary. This is 
. . Redundancy occurs when a 
usually due to technological changes, restructuring or a merger or takeover. Unless persaris Job na longer existe sual 
the existing employee can be retrained for another job, he or she will be made gue to technological changes, an 
redundant (which is sometimes called being retrenched). organisational restructure or a merger 
Redundancy can be either voluntary or involuntary. Voluntary redundancy or takeover. 
occurs when the organisation wishes to reduce either the size or the nature of its 
workforce, and decides how many employees should be ‘let go’. Employees are 
informed of the situation and given the opportunity to nominate themselves for 
voluntary redundancy. Involuntary redundancy occurs when an employee is asked 
to leave the business against his or her will. In this case the employee is not at fault 
in any way; the decision to make the employee redundant is purely based on the 
ongoing needs of the organisation. 
The HR manager must be aware of the rights of an employee in relation to redun- 
dancy, and must follow the correct procedures. These procedures might include 
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Dismissal occurs when the behaviour 
of an employee is unacceptable and 
an organisation terminates their 
employment. 


Unfair dismissal is when an employee 


is dismissed because the employer 
has discriminated against him or her 
in some way, such as firing someone 
because she is pregnant. 





providing necessary information to the employee being made redundant, a con- 
sultation process, time off leading up to the final day when the employee is made 
redundant, and transferring the employee to other duties and entitlements, such as 
redundancy pay (sometimes referred to as severance pay). The amount of redun- 
dancy pay will usually depend on how long the employee has been continuously 
employed in that workplace. Other entitlements, such as payment for accrued annual 
leave or long-service leave, may also be owing to the employee when they leave the 
organisation. 


Dismissal 


There will be occasions when the behaviour of an employee is unacceptable and it 
then becomes necessary for an organisation to terminate the employment contract 
of that employee. This is called dismissal. The most serious form of dismissal is sum- 
mary dismissal — when an employee commits a serious breach of their employment 
contract. For example, an employee who is drunk at work or is found to have engaged 
in criminal activity may be summarily dismissed. If an employee is given a summary 
dismissal, no notice is required. Another form of dismissal is referred to as dismissal on 
notice, when an employee is not performing the job satisfactorily. Poor performance 
may be identified during an appraisal or performance process. The amount of notice 
(or payment given in lieu of notice) will vary depending on a number of factors, such 
as whether the employee is governed by a particular award or contract, the age of the 
employee and how long they have worked for the employer on a continuous basis. 

Whenever it is likely that an employee is to be dismissed, it is in the employer's 
interests to follow the relevant legislative requirements. These include completing 
all the necessary paperwork, keeping the employee informed of the likely con- 
sequences of their actions, and providing some counselling and written warnings. 

Unfair dismissal occurs when an employer dismisses an employee for discrim- 
inatory reasons. This is an issue that both employers and HR managers need to 
be aware of. Some examples of discrimination under Commonwealth workplace 
relations laws include dismissal because of: 

e absence from work due to illness or injury 

e either belonging or not belonging to a trade union 

e race, colour, sex, sexual preference, age, disability, marital status, family respon- 
sibilities, pregnancy, religion, political opinions held, or nationality. 

An employee who believes they have been unfairly dismissed may lodge an 
unfair dismissal claim with an industrial tribunal. Under the Howard Government, 
employees who worked in businesses with fewer than 100 employees were not 
entitled to make an unfair dismissal claim, but these laws have been changed under 
the Rudd Government to businesses with more than 15 employees. 


mag 


EMMA, COULD YOU HANDLE A ROLE > | 
GOOD. BECAUSE 


OFFERING MORE FLEXIBLE HOURS, 
LESS SUPERVISION ANDO THE ry 


POTENTIAL FOR TRAVEL? A \ YOU'RE FIRED. 


An inappropriate dismissal technique 
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An employer should also be aware of the different types of employee classification 


so correct procedures are followed when dismissing an employee. This way, a lengthy 
unfair dismissal case can be avoided. There are five classifications for employees: 


1 


Casual. This type of employee can be dismissed at one hour’ notice. New 
employees sometimes commence on a casual basis for a short period of time. 
An employer should use this period to evaluate the employee's suitability. It is 
also advisable for an employer to avoid making any promises about long-term 
employment. 

Probation. A suitable candidate may be offered a probationary period of employ- 
ment for a maximum of six months. During this time, the candidate can be 
dismissed with a minimum of formality, but an employer must give some warn- 
ings about what is unacceptable behaviour or work performance. The employee 
must also be offered some counselling, with advice on how he or she could 
improve. If there is no appreciable improvement, the employee can be dismissed 
on notice. 

Temporary. When an employer is not sure about the suitability of a candidate, an 
employee can be hired on a temporary basis for a fixed period of time, usually 
no longer than one month or until the particular task has been completed. In 
this case, the contract terminates when the reason for hiring ends. It is still 
possible to dismiss a temporary employee before the set time has expired, as 
long as all the legislative requirements are followed. 

Fixed-term contract. As the term implies, the length of employment is fixed — 
for example, a contract running from June 2009 to June 2010. At the end of the 
fixed term, the contract expires. Sometimes, if the employee is suitable, another 
fixed-term contract may be offered, making the position permanent. 

Permanent. To dismiss a permanent employee, an employer must provide warn- 
ings and counselling. If there is no improvement in employee behaviour, a final 
warning should make it clear that the employee’s position is in jeopardy. The 
employer should keep a record of all counselling and warning sessions, and a 
copy must be given to the employee. 


TEST your understanding 


1 Explain the difference between voluntary and 
involuntary termination, giving examples of each. 
2 Which of the following scenarios would most 








DID YOU KNOW? 


Many colloquialisms are used to 
describe involuntary termination: 
‘given the bullet’, ‘shown the front 
door’, ‘fired’, ‘booted out’, ‘told to 
pick up my pay and go’, ‘no longer 
required’ and ‘given an offer | 
couldn't refuse’. They all have one 
feature in common: the business 
requests that the employee leave 


the organisation. 
O: 


APPLY your understanding 


4 Termination management is about managing the final 
phase of the employment cycle, when the employee 
leaves. Give a general outline of the issues an HR 


likely lead to summary dismissal? 


A 


John bribed another employee not to tell 

his manager that he had been accessing 
pornographic web sites during office hours. 
Peter arrives tor work totally drunk. He has just 
been out to see a client, driving a company 
car. It’s the third time this week he has arrived 
in such a condition. 

Jane's just not very good at her job. She 
frequently makes mistakes and doesn't have 
the knowledge or skills to perform the job 
satisfactorily. 


What are some of the entitlements of employees 
who are made redundant? 


The human resource management function — the employment cycle 


manager must be aware of when dismissing an 
employee. 
In August 2008, workers at SPC Ardmona in the 
Goulburn Valley were informed that 60 retrenchments 
were to occur, because the strong Australian dollar had 
meant a drop in exports and there was a fruit shortage 
due to the drought. The company employed 450 
workers in three plants in the region. SPC Ardmona 
chief executive, Nigel Garrard, said at the time that 
initially the redundancies would be voluntary and 
workers would be offered deployment to different 
sites. 
(a) Explain what Nigel Garrard meant when he said 
that initially redundancies would be voluntary. 
(b) Predict the possible impact on staff who volunteer 
for redundancy and those who remain. 
Use the Termination of employment weblink in your Am Dy 
eBookPLUS to summarise the latest employee rights \ plus | 
and rules that apply to termination of employment. : 
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Summary 


The establishment phase of the employment cycle — human resource 

planning, job analysis and job design 

e The three phases of the employment cycle are establishment, maintenance and 
termination. 

e An organisation's business strategy will dictate what human resources are needed to 
ensure organisational objectives are met. 

e Job analysis involves defining what duties must be performed as well as factors such as 
the time that will be required to complete the job and working conditions required. 

e A job description outlines the duties involved in performing a particular job and a job 
specification focuses on who is needed to do the job in terms of their knowledge, skills 
and qualifications. 












Digital doc: 
A glossary of key terms for 


this chapter is available in 
your eBookPLUS. 


The establishment phase of the employment cycle — recruitment and 

selection 

e Recruitment involves attracting suitable applicants to apply for a job and selection 
involves choosing the right applicant to Till the position. 

e Internal recruitment involves choosing an applicant from within the organisation. 
External recruitment involves recruiting from outside the organisation. 


The establishment phase of the employment cycle — employment 

arrangements and remuneration 

e Employment arrangements vary and can include full-time work, part-time work and 
casual work. Sometimes an organisation uses an independent contractor to perform 
work. Employment arrangements may also vary in terms of where work is performed 
and the hours that are worked. 

e Remuneration refers to what the employee is paid in return for work and may include, 
tor example, base pay, bonuses and allowances. 


The maintenance phase of the employment cycle — induction 

e Induction Is the first part of the maintenance phase in the employment cycle and 
involves providing the employee with a good introduction to the organisation. Typical 
topics covered in induction may include the history of the organisation, its culture, safety 
and work processes. 


The maintenance phase of the employment cycle — training and 

development 

e Training involves learning how to do a job more effectively. The aim is to increase the 
person’s knowledge and skills. 

e Development focuses on preparing the employee to take on more responsibility in the 
future and can involve training. 


The maintenance phase of the employment cycle — recognition and reward 
e Recognising employee achievement and providing monetary and non-monetary rewards 
is aimed at keeping the employee motivated and working productively in the future. 


The maintenance phase of the employment cycle — performance 

management 

e Performance management is about managing the performance of individual employees 
and the organisation as a whole to ensure objectives are met. It involves good job design 
and hiring the right people to perform well for the organisation, as well as performance 
appraisal (monitoring the performance of the employee). 


The termination phase of the employment cycle 

e Termination of employment is the final phase of the employment cycle. An employee 
may leave the organisation voluntarily through resignation, retirement or accepting 
redundancy. Sometimes an employee will be forced to leave the organisation because 
they have been made redundant or have been dismissed. 
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Review questions 
TEST your understanding 


1 

2 
3 
4 


7 








Name the three stages of the employment cycle. 








Digital doc: 
Test your knowledge of key 
terms by completing the 
crossword or the definition 
practice activity in your 
eBookPLUS. 


Why is HR planning important? 

How can a ‘job analysis’ be conducted? 

Are the following part of a job description or job specification? 
a) hours to be worked 

b) number of years of experience 

c) the need for negotiation skills 

d) prepare weekly customer invoices 

e) conduct team meetings 

f) ability to relate to others in the workplace 


mn mn mn ONO 


What are three ways you could provide recognition for the efforts of your employees? 


A performance appraisal of a worker indicates a lack of computer competency. What 
should the organisation do about this? 


How would becoming a training organisation save the organisation money? 


APPLY your understanding 


8 


10 


After HR planning at the Essendon Football Club, some job vacancies are to be 
advertised. 


(a) Prepare a job advertisement for ‘Head Trainer’ at the Essendon FC. 
(b) How/where would you advertise this position? 

(c) What would you do once the applications have been received? 

( 


d) How would you structure the interviews for this job? For example, number of 
interviewees, who will conduct the interview, etc. 


(e) What employment arrangements would you offer the successful applicant? 
Compare ‘voluntary’ and ‘involuntary’ departures in terms of: 

e how difficult each is for the organisation to manage 

e effects on the company 

e effects on the staff leaving 

e effects on the staff remaining. 


Read the following hypothetical case study and explain in one paragraph why 
Natasha’s termination was handled inappropriately. 


Natasha had been employed by Top Line Printers Ltd for 12 years. During this time, 
she had worked at a number of different jobs in the factory. In her last position as 
a clerk, she received a very poor assessment from her supervisor. He complained 
about her performance and warned her that if it did not improve she might be 
dismissed. 

Prior to her job as a clerk, she worked in the graphic design section of the 
organisation. Because she is a creative person, she enjoyed this work and received 
many favourable comments from her customers. However, for economic reasons, 
the graphic design section was closed and all the employees were given other jobs 
within the company. Natasha was given the clerk's job in the personnel records 
section. 

One Friday afternoon, she was called in to her supervisor's office. She was told 
that another supervisor had complained to him about her poor performance and 
that her services were no longer required. Natasha was not aware of any other 
complaint about her. She had never been given any written advice that her service 
was unsatisfactory. However, the supervisor's decision was final. She was dismissed. 
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Exam question 


e 





plus 


Digital doc: 

Your exam questions and 
school-assessed coursework 
are available in Microsoft 
Word format in your 


Question 1 (VCAA Business Management exam 2007, question 1) 


Staff turnover at White Sands, a major Queensland resort island, has been cut dramatically because of 
innovative personnel strategies. These strategies were introduced by Wendy Howard, Human Resource 
Manager. The Queensland Airlines Company operates White Sands which is located near the Great 
Barrier Reef. In May 2007, the Chief Executive Officer conducted a SWOT (strengths, weaknesses, 
opportunities and threats) analysis that resulted in the introduction of a decentralised management 
structure that encouraged greater staff participation. 

Subsequently, Wendy conducted a training needs analysis that resulted in an induction program modelled 
on her observations of best practice companies. She also introduced a new training policy for existing 
staff. The new training policy encouraged multiskilling so staff could swap positions and transfer between 
departments. Wendy also introduced regular performance appraisals. She generated commitment and 
loyalty in her workforce by only recruiting people with long-term career aspirations at the resort. 


a. Define these terms. 


i. Induction program 


1 mark 
d. Outline and justify two human resource strategies that could be used by Wendy Howard to 
recruit the best applicants for White Sands. 
4 marks 
e. Discuss the relationship between performance appraisals and training. 
2 marks 


School-assessed coursework 
OUTCOME 1 


Analyse and evaluate practices and processes related to human resource 
management. 


ASSESSMENT task — structured questions 


Time allowed: 50 minutes 


2 


ey 






Marks allocated: 20 marks (the marks for each question are indicated at the end of each 






eBookPLUS. question) 
Conditions: closed book (no notes or textbooks may be used when completing this 
task) 
1 Explain the link between ‘performance appraisal’ and ‘training and 
development’ of staff. 2 marks 
2 What are three possible outcomes of a performance appraisal? 2 marks 


3 Do you agree with these statements? Explain your response. 


(a) The establishment phase of the employment cycle includes planning 
HR needs, recruitment and training. 


(b) Recruitment is best done from inside the organisation. 4 marks 
4 Distinguish between the following terms: 
(a) Dismissal and retrenchment 


(ob) Performance management and performance appraisal. 4 marks 
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5 Examine this advertisement and answer the questions that follow. 


POSITION VACANT 
DOMESTIC 
LIVE-INHOUSEKEEPER/CARER 
A live-in position for a HOUSEKEEPER/ 
CARER is available in the Geelong 

area with an elderly couple. 

Duties include: preparation of mid-day 
and evening meals, supervision of 
personal care, light house duties, 
transport locally and to Melbourne, 
help with correspondence. 

Essential: experience working with 
elderly people, current first aid certificate, 
current Victorian drivers licence. 

This position is 5 days a week and 
includes a self contained 1 bedroom 
unit. Wages are negotiable. 


For an information package and appli- 
cation form please contact 5221 6262 
and ask for Janice. 





(a) List four other methods of advertising this position. 1 mark 
(b) For the position of the housekeeper/carer, give an example of something 

that could be listed in the job description and the job specifications. 

Job description: 

Job specifications: 2 marks 


(c) Once the applications have been received by the Human Resource 
Manager, explain the next step in the recruitment process. 2 marks 


(d) Identify two reasons why it is important to select the ‘right person’ for the 
position advertised. 1 mark 
6 List two examples of ‘on-the-job’ training and two examples of ‘off-the-job’ training. 
On-the-job: 
Oft-the-job: 2 marks 
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The human resource 


management function — 
employee relations 





WHY IT IS IMPORTANT 


On 30 April 2008, hundreds of striking taxi drivers blockaded the intersection of Flinders and 
Swanston Streets in central Melbourne, many removing their shirts and holding placards. The protest 
followed the murder of a young taxi driver on the previous day, and was aimed at highlighting 
serious problems with the working conditions endured by Melbourne’s taxi drivers. Most drivers do 
not own the taxis they drive, but technically they are not employees of the taxi owners, even though 
each driver usually works for only one taxi owner. Taxi drivers are considered to be independent 
contractors, which means they do not benefit from any of the basic conditions of employees, such 

as a minimum rate of pay, leave entitlements or employer superannuation contributions. Very few 
employees in any industry would be satisfied to be employed under the same working conditions as 
taxi drivers. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 


The similarities and differences 
between centralised and 
decentralised approaches 


Relationship to business objectives 
and business strategy Industry-wide Awards, collective 
agreements within an individual 
organisation and individual contracts 





Management styles and skills in employee 
relations, including their application 
to the resolution of conflict 


The role of human resource 
managers in employee relations 
under a decentralised approach 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

e accurately use relevant management terms 

e research related aspects of human resource management using print and online sources 

e analyse business literature, information and data 

e evaluate key aspects of human resource management theory 

e apply human resource management knowledge and concepts to practical and/or simulated situations 
e evaluate different practices and processes for managing human resources. 
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Air International Group Ltd (AIG) Is a very successful manufacturer of automotive 
heating, ventilation and air conditioning systems, as well as a number of other 
automotive components. The business began in Port Melbourne, Victoria, in 1967 
and has since expanded overseas, with manufacturing and testing facilities in 
China, India, Malaysia, Thailand and the United States. About one-third of its 1500 
employees are based in Victoria. 

Central to AIG's strategy Is its approach to employee relations. It maintains a 
productive relationship with three workplace unions, the National Union of Workers, 
the Australian Workers’ Union and the Australian Manufacturing Workers Union. Union 
officials and workplace delegates are kept up to date on important developments in 
both the business itself and the industry generally. This means that when it is necessary 
to introduce change into the business, employees are made fully aware of the reasons 
tor the change, and how it will impact on their working conditions. 

David Auld, Group Human Resource Manager, maintains that this positive 
relationship with the relevant unions has been just as important to business success 
and expansion as the group's program of technological innovation. Management 
ensures there Is regular consultation with employees and unions to identify potential 
sources of conflict before they occur, and thus prevent costly disputes. 

In the highly competitive market for automotive components, AIG sees its positive 
employee relations as providing a genuine advantage, as it ensures reliability of 
Supply to the manufacturers who depend on it. Both General Motors and Ford 
operate on a just-in-time basis, so any disruption to their supply of components 
can stop the vehicle production line, costing millions of dollars. Both of these major 
motor manufacturers have presented AIG with Supplier of the Year and World 
Excellence Awards, demonstrating how highly they value both the quality of AIG's 
products and the reliability of AIG as a supplier. 

Documentation detailing working conditions at AIG is expressed in simple 
language, in a question and answer format, so that it is easily understood by 
employees. There is no complex legal terminology and no ‘small print’. The 
document contains simple questions like ‘How much leave am | entitled to each 
year?’, and then gives simple, easily understood answers. 

Source: Adapted from Industrial Relations Victoria 2002, ‘Air International Group Limited’, 
Partnership Case Study series, www.business.vic.gOv.au. 
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Bem 
AIG uses a climatic wind tunnel 

in Port Melbourne that simulates 
temperatures from —30°C to 50°C to 
test their air conditioning systems. 
Skilled employees at Air International 
Group benefit from a partnership 
between management and unions. 





e AIG sees its positive 
employee relations as 
providing a genuine 
advantage ...° 
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Relationship to business objectives and 
business strategy 





mi KEY CONCEPT Employee effectiveness can be enhanced by ensuring that 

employment agreements are linked closely to the organisation's strategic 
objectives. Changes in work practices and retraining of staff may be necessary 
inclusions in an employment agreement linked to achievement of business 
objectives and strategy. 


Employee relations refers to the 
interaction between employers and 
employees in the establishment of the 
conditions of employment of those 
employees. 


An employer, for legal purposes: 

e exercises control over employees 

e has responsibility for payment of 
wages 

e holds the power to dismiss 
employees. 


An employee is a worker under 

an employer's control. Control may 

involve: 

e the location of the workplace 

e the way in which the work is 
performed 

e the degree of supervision involved. 

These criteria are critical in determining 

legal disputes over the employment 

contract. 





Both management and 
employees benefit when 
working conditions are linked 
to strategic objectives. 


Employee relations refers to the total relationship between an employer and 
employee — the two major participants or parties in the workplace. In the past, 
the term ‘industrial relations’ has been used to describe this relationship; however 
this has largely been replaced by the broader term ‘workplace relations’. While the 
two areas are similar, industrial relations usually refers to the resolution of conflict 
between employers and employees, while employee relations is an approach that 
incorporates all the issues in the employer-employee relationship in the workplace, 
including recruitment, equal opportunity, training and development, and organ- 
isational structure. 

From the employee relations perspective, an employee is an asset rather than a 
cost, and open communication and goal orientation are encouraged. It is accepted 
that legitimate differences exist in workplaces but the aim is to reduce conflict 
through effective procedures and relationships. 

Organisations are continually examining ways to improve competitiveness 
and profitability. Central to these objectives is the effectiveness and efficiency 
of employees. A business seeking to improve performance will use its employee 
relations processes to: 

e encourage an effective workforce as a way of adding value to all areas of its 
organisational performance 

e focus on using specific strategies to retain, reward and motivate effective and 
skilled employees. 


Linking employee relations to 
business objectives and strategy 


Employee relations involves a level of interaction between employer and employees, 
or their representatives, to achieve a set of working conditions that will meet the 
needs of employees as well as allowing the organisation to achieve its strategic, 
tactical and operational objectives. An example might be the decision to introduce 
new technology into a production process over the next three to five years. How 
might the implementation of this strategic objective be linked to employee relations 
processes? The following model might be used to achieve this, but could be adapted 
to link employee relations issues to any strategic objective: 

1 Review of current practice. First, changes in both the internal and external 
environment need to be acknowledged. In this example, the availability of new 
technology would be the key issue, while work practices that do not match that 
technology need to be identified. 

2 Setting the agenda. Employees and their representatives need to be made aware of 
the details of the strategic plan. All issues that can influence the success of that 
plan should be identified and included in discussions, and potential changes in 
operations that can help achieve objectives would need to be explored. In this 
example, the introduction of new technology and its implications for the existing 
and future workforce needs of the business would be central to all discussions. 
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3 Implementing changes. These are likely to involve redesign of many of the job 
descriptions and job criteria within the business; the necessary retraining of staff 
to provide existing employees with access to new roles and duties; changes in 
working hours to allow training time; changes in wage structures and other 
means of recognising the improved skill levels of employees; fair and open 
retrenchment processes for those unable to be accommodated in the new tech- 
nological environment; and the setting of performance indicators to measure the 
success of changes in working conditions. 

4 Evaluation. As proposed changes to working conditions are discussed, feedback 
from the workforce on the practicality of these changes should be sought before 
they are implemented. Regular assessment of the retraining program, as well as 
any retrenchment program, will also be necessary. A monitoring process would 
need to be in place to measure how well the new employment conditions are 
helping the business achieve its objectives, with reference to the key performance 
indicators. 

At the core of employee relations is the process for establishing wages or salaries 
and working conditions of employees. An approach such as the model discussed 
ensures that this process is closely linked to the strategy and objectives of the 
employer. The previous example relates to the introduction of new technology, but 
could apply just as readily to any business objective, such as the introduction of 
new products or expansion into new export markets. Even if a business has no 
plans to introduce new objectives, this process will assist in achieving the broader 
objectives of improved profitability, long-term growth and increased market share, 
which are common to all businesses. 














DID YOU KNOW? 


Powercor Australia is one of the 
electricity distribution companies 
that manages the poles, wires and 
equipment that bring power to 
Melbourne homes, It introduced 
‘The Great Game of Business’, 
which has involved employee 
workgroups owning, managing 
and controlling projects as if 
they were a business, This has 
led to greater empowerment of 
workers, increased revenue and 
improvement in quality. 

ee 


A workplace agreement may contain 
changes in workplace practices necessary 
to achieve strategic objectives. Most 
major hospitals are integrating advanced 
technology into their operations and this has 
meant change for both staff and patients. 





TEST your understanding APPLY your understanding 


What Is the difference between ‘industrial 5 Tasty Tins Ltd is a producer of canned food. 
relations’ and ‘employee relations’? Management has decided to introduce a new range 
In what ways can employee relations processes be of canned convenience meals, aiming at 20 per cent 
used to improve business performance? market share within the next four years. An existing 
Why is it necessary to review current practices workplace agreement with the employees Is due to 
when setting out to link employee relations with expire at the end of the year, and a new agreement 


business objectives and strategy? needs to be negotiated. 


How can management determine whether Outline a step-by-step process that could be used 
or not their employee relations practices are to link the new strategic objective to the employee 
contributing to the achievement of strategic relations process of negotiating a new workplace 


objectives? agreement. 
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ow 4 Stakeholders in the employee relations process 





me KEY CONCEPT While employers and employees are the major stakeholders 

in the employee relations processes of an organisation, a number of other 
stakeholders in both the macro and operating environments can strongly 
influence their relationship. 


Trade unions are organisations formed 
by employees in an industry, trade or 
occupation to represent them in efforts 
to improve wages and the working 
conditions of their members. 


Stakeholders in the organisation 


Employers and employees are the main stakeholders in any organisation's employee 
relations processes. 


Employers 


Employers and human resource managers handle employee relations issues on 
a daily basis, including their involvement in developing programs that focus on 
improving organisational performance. Many large-scale organisations (LSOs) will 
employ one or more employee relations specialists within their human resource 
management departments. Such specialists are particularly valuable as the legal 
responsibilities of business in relation to employee relations matters have become 
more complex. This is because recent government legislation encourages employers 
to negotiate agreements and resolve disputes at the individual workplace or indi- 
vidual employee level. 


Employees 


Employees today are, on average, more highly educated than in the past. They 
demand more challenging, interesting work, greater involvement in decision- 
making processes and autonomy at their workplace. The increasing practice of 
negotiating employment agreements at the workplace level means that employees 
will be more closely engaged in the process of developing new or changed agree- 
ments. This may happen if they are required to negotiate individual employment 
conditions directly with the employer. Alternatively, they may be called on to vote 
to approve a new agreement that has been negotiated on behalf of all employees 
in that workplace by a representative organisation such as a union. In either case, 
employers are likely to want improved productivity, or the achievement of specified 
objectives, in return for improved wages or conditions, so the process may involve 
employees having to modify existing work practices to achieve those objectives. 


Stakeholders in the operating 
environment 
Trade unions 


Those trade unions that have members employed by an organisation will have 
a direct stake in the employee relations processes of that organisation. They will 
often be called on to represent their members in the development of new or 
changed employee agreements, with the aim of getting the best possible deal for 
those employees. Historically, the centralised industrial relations system in Aus- 
tralia gave unions a powerful role in employee relations. Working conditions were 
often determined for entire industries, rather than for individual organisations, 
and this provided unions with an official bargaining position in the making of 
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industrial agreements. Through test cases, unions won major improvements in 
terms and conditions of employment. These established key principles that flowed 
on to other workers. 


% 


50 
— Males 
=— Females 
40 
30 ` Source: Data derived from the following 


Australian Bureau of Statistics publications: 
Trade union members, Australia, August 
20 1986, cat. no. 6325.0, and Employee 
earnings, benefits and trade union 
membership, Australia, August 2007, 
10 cat. no. 6310.0. 


1986 1989 1992 1995 1998 2001 2004 2007 


Percentage of employees belonging to unions, 1986-2007 


Union membership as a proportion of the total workforce has been falling in recent 
years. In 1986, out of a total 5.6 million employees, 46 per cent were union members. 
In August 2007, out of a total of 9 million employees in Australia, only 19 per cent 
were union members. Factors influencing the decline in union membership include: 
e growth in service industries, compared to a decline in manufacturing industries 

in Australia 
e a larger proportion of part-time and casual employment across all industries 
e the decline in the centralised wage-fixing system which depended on unions as 

key participants 
e an increase in small to medium businesses, which tend not to unionise. 


Employer associations 


Employer associations were originally created by employers in response to employee 
membership of unions, to represent employers in the making of Awards through 
the centralised employee relations system. Just as unions originally represented 
employees in particular trades or industries, employer organisations represented 
employers in those industries. Organisations such as the Master Builders Association, 
the Australian Retailers Association and the Australian Mines and Metals Association 
represent the interests of employers in those industries. Over the years they have 
assisted employers in formulating policies and processing logs of claims served on 
their members by unions. 

Since the late 1980s, legislative changes decentralising employee relations pro- 
cesses have placed greater emphasis on the negotiation of working conditions at 
the individual workplace level. Employer associations have taken on the respon- 
sibility of keeping their members informed of the implications of these legislative 
changes, and assisting their members to negotiate workplace agreements that are 
consistent with the legislation. 


BR Wh 


Australian Retailers MASTER BUILDERS 
ASSOCIATION AUSTRALIA 


Employer associations represent the interests of employers. 
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DID YOU KNOW? Jf 


Machinery operators and drivers 
are the occupation group with the 
highest proportion of full-time 
employees who are trade union 
members (28 per cent). Community 
and personal service workers and 
professionals follow, both at 23 per 
cent. 

Managers are the full-time 
working occupation group with the 
lowest proportion of employees 
who are trade union members 
(10 per cent). 

Employees who work full or part 
time in the education and training 
industry are most likely to be trade 
union members (39 per cent) while 
those working in the rental, hiring 
and real estate services industry 
are least likely to be trade union 


members (2 per cent). 
( 


Employer associations are 
organisations that represent and assist 
employer groups. 


A log of claims is a list of demands 
made by workers (often through their 
union) against their employers. These 
demands cover specific wages and 
conditions. Employers may also serve a 
counter-log of claims on the union. 





DID YOU KNOW? 


Employer associations are more 
likely to be involved in unionised 
workplaces, and in mining, 
manufacturing, wholesaling, health 


and community services sectors, 
O: 


e aE, 





Stakeholders in the employee relations process 





Employers and employees, and their unions and employer associations, will be 
influenced by government policies and legislation as well as the policies and activ- 


ities of peak employee and employer organisations. 
AC ] U bodies such as the Australian Council of Trade Unions 
E i (ACTU). The ACTU formulates and coordinates 
national union policies, and represents the union movement in courts and tribunals 
and in dealings with government and other organisations. The ACTU often assists 
in the settlement of disputes, particularly those involving large companies, or those 
DID YOU KNOW? 5355 in which a dispute in one business is likely to have an impact on other related 
The peak trade union body is the businesses. It also campaigns politically on behalf of unions and their members. 


Most unions are also affiliated with state bodies such 


The ACTU logo as the Victorian Trades Hall Council, and federal 








Australian Council of Trade Unions 
(ACTU). Some of the larger unions 
include: 

e Australian Services Union (ASU), 
which includes a wide field of 
employees, such as airline staff; 
service technicians; call centre 
staff; transport, social and 
community service workers; and 
local government workers 
Australian Workers’ Union 
(AWU), which includes workers in 
many fields, such as agriculture; 
building construction; 
engineering; the gas industry; the 
metal industry; oil refineries; and 
security companies 

Australian Manufacturing 
Workers Union (AMWU) 
Construction, Forestry, Mining 
and Energy Union (CFMEU) 
Finance Sector Union (FSU) 
Maritime Union of Australia 
(MUA) 

Transport Workers Union (TWU) 
Community and Public Sector 
Union (CPSU), 
Omm 





Most employer organisations are affiliated with peak bodies 
such as the Victorian Employers Chamber of Commerce 
and Industry (VECCI), and the Australian Chamber of 
Commerce and Industry (ACCI). These bodies perform a 
similar role for employers to that performed for unions by the peak union organ- 
isations at the state and federal level. 


The Australian Chamber of 
Commerce and Industry logo 








Governments and government 
organisations 


Governments have five key roles in employee relations processes: 

1 Legislator. State and federal parliaments pass laws which provide the legal frame- 
work for employee relations. The federal Fair Work Act 2009 is the major legis- 
lation governing the operation of employee relations in Australia. 

2 Employer. Federal and state governments employ almost one-third of Australian 
workers, as teachers, nurses, clerks, police officers, postal workers, transport 
workers and in other roles. 

3 Economic manager. Governments are concerned to ensure that wages costs do 
not lead to inflationary pressure in the economy. 

4 Administrator of government policies on employee relations. Governments implement 
legislation by publishing information and guidelines and providing advice to 
employers, employees and their representatives (see the ‘Did you know? feature 
on the right). 

5 Representative of Australia in the international arena. Australia is a foundation 
member of the International Labour Organization and has been represented on 
its governing body. 

In addition, governments over the years have set up various bodies to deal 
with the resolution of industrial disputes, and to act as an independent umpire in 
setting minimum wages and employment standards. The current body is known 
as Fair Work Australia, and it has the role of approving agreements reached at 
the enterprise level, ensuring all parties comply with those agreements, resolving 
those disputes where no agreement can be reached between an employer and the 
employees, and annually setting a minimum wage level for the lowest paid workers 
through its Minimum Wages Panel (MWP). 

The Office of the Fair Work Ombudsman promotes compliance with the legis- 
lation through education, information and assistance. It also appoints Fair Work 
Inspectors to monitor compliance with the legislation and take enforcement action 
through the courts if necessary. 





DID YOU KNOW? 


The federal department responsible 
for industrial relations is currently 
the Department of Employment 
and Workplace Relations. This 
department: 

e represents the government in 
national wage cases before the 
Minimum Wages Panel of Fair 
Work Australia, and in other 
cases before the Fair Work 
Division of the Federal Court 
conducts research and 
disseminates information 
provides advice 

promotes good industrial 
relations practices 

investigates breaches of Awards 


and certified agreements. 
O —™ 


APPLY your understanding 
8 Amalgamated Printing and Containers (APC) Ltd is a 


TEST your understanding 


1 Why would an organisation use the services of 


employee relations specialists within its human 
resource management department? 

Identify and explain two ways in which employees 
might be directly involved in the employee relations 
processes at their workplace. 

List and explain the major reasons for the recent 
decline in union membership. 

Why were employer associations originally created? 
What functions are performed by the peak employer 
and employee organisations? 

List and briefly explain the five key roles played by 
government in employee relations. 

What is the role of Fair Work Australia in the 
employee relations system? 
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printing company that produces cardboard packaging 
and containers for a number of different manufacturers. 
The current employment agreement is due to expire 
in six months, and the company now needs to enter 
negotiations to develop a new agreement with its 
employees. Most of the employees are members of 
the Australian Manufacturing Workers Union, and 
members are prepared to strike to gain improvements 
in their working conditions. Other companies that 
rely on APC Ltd to provide their packaging would be 
seriously affected by any such action. 
(a) Outline the role each of the following could have 
in the development of the new agreement: 
e Australian Manufacturing Workers Union 
e Printing Industries Association of Australia 
(employer organisation). 
(b) Under what circumstances might either a peak 
union body or a peak employer body become 
involved in the process? 
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Historical background to employee relations 


e in Australia 








KEY CONCEPT Employee relations in Australia over the last 100 years have 


moved from a highly centralised system to a more decentralised approach. This 
has occurred through changes to the law, which have moved the determination 
of employment conditions away from centralised tribunals and into the 
individual enterprise. 


An early union 
victory came in 

the battle for the 
eight-hour working 
day in 1856. 


An Award is a legally binding 
agreement that sets out minimum 
wages and conditions for a group of 
employees. 


Collective bargaining involves 
determining the terms and conditions of 
employment through direct negotiation 
between unions and employers. 


Wage indexation is a process whereby 


wage increases are given by a tribunal 
in national wage cases, in line with 
increases in the cost of living (prices). 


ieee ct 
P 





Establishment of the 
centralised system 


At the time of Federation in 1901, the Australian Con- 
stitution contained a clause giving the Commonwealth 
Government power to make laws to prevent industrial 
disputes that might spread beyond the boundaries of 
one state. This was a response to disputes such as the 
maritime strike of 1890 and the shearers’ strike of 
1894, both of which affected workers and employers 
across Victoria, New South Wales and Queensland. 
Trade unions had been very active in the Australian 
colonies prior to Federation, and had won significant 
victories in improving working conditions. 

The Commonwealth Parliament passed the Concili- 
ation and Arbitration Act 1904, which established the 
Commonwealth Court of Conciliation and Arbitration 
as a tribunal to resolve industrial disputes. State par- 
liaments also established tribunals to deal with dis- 
putes occurring within state boundaries. In 1907, in 
the Harvester Case, the Conciliation and Arbitration 
Court established the concept of a basic minimum 
wage for a full-time male worker with a dependent 
wife and two children. 

In 1956 the Conciliation and Arbitration Court was restructured as the Conciliation 
and Arbitration Commission, with a separate Commonwealth Industrial Court. 
Throughout most of the twentieth century, the determination of wages and working 
conditions was decided by these tribunals in conjunction with employer organisations 
and unions. Centralised tribunals decided Awards, which often covered all workplaces 
in a particular industry, irrespective of the size of the individual business, the level of 
efficiency of the workplace or the ability of the employer to pay. 


Breakdown of the centralised 
system 


In the 1950s and 1960s, economic prosperity encouraged many unions to seek wage 
increases above Award level through collective bargaining. Increasing inflation 
through the early 1970s saw many unions seeking large wage increases to maintain 
the value of their wages, which in turn led to increases in costs for many businesses. 
These businesses often raised prices to cover the cost of the wage increases, fuelling 
further inflation. From 1975 until 1981 the Arbitration Commission set out to 
slow down inflationary wage increases through wage indexation. 





216 UNIT4 * M 






Federal Labor government: 
1983-1996 


After a wages ‘pause’ under the Fraser Liberal Government in 1982, the 
Hawke Labor Government came to power in 1983, promising social and 
industrial reform. A ‘social contract’, called the Accord, was developed 
between the Labor government and the ACTU. Under the Accord, 
unions agreed to restrain wage demands in return for a number of social 
reforms from the government, such as the introduction of Medicare. 
Despite the relative success of the Accord, it became increasingly obvious 
that wage increases should be linked to improvements in productivity 
within individual organisations, and that this could be achieved through 
enterprise bargaining. 

The Industrial Relations Act 1988 changed the structure of the Conciliation and 
Arbitration Commission, and renamed it the Australian Industrial Relations Com- 
mission (AIRC). The Industrial Relations Reform Act 1993 aimed to increase enterprise 
bargaining in the workplace through the introduction of two streams of enterprise 
agreements. The two streams were enterprise flexibility agreements (which were 
non-union agreements) and certified agreements (which were made with unions). 
Both types of agreement had to be certified by the AIRC. Certification required 
that the agreement pass a ‘no disadvantage test’, which protected basic conditions 
such as annual leave, sick leave and long-service leave. Neither could breach anti- 
discrimination provisions, and both were required to include conflict resolution 
procedures and a consultative process for workplace change. 


Howard Government: 1996-2007 


The Howard Liberal Government came to office in 1996 believing that existing 
workplace reforms did not go far enough. It scrapped the Accord and, in its Work- 
place Relations Act, proposed major changes to further decentralise the system. 





This Act set out to further decentralise the process of setting wages and employ- 
ment conditions. It introduced a new form of individual employment contract 
called an Australian Workplace Agreement (AWA), and established the Office of the 
Employment Advocate to manage the registration of AWAs. A ‘no disadvantage’ test 
was introduced to ensure that employees could not be worse off under an agree- 
ment than they would be under the previous Award. Awards were to be simplified 
to contain only 20 allowable matters; they became a basic safety net, containing 
only minimum conditions. The powers of unions to participate in the process of 
negotiating agreements were restricted. The process of employees claiming unfair 
dismissal was amended to attempt to balance the rights of both employees and 
employers. 





The Howard Government was returned at the 2004 election as the first federal 
government to have a Senate majority for over 20 years. This meant the government 
was able to introduce changes that had previously been blocked in the Senate. 
The Work Choices legislation set out to make AWAs the preferred method of 


Prime Minister Bob Hawke 


Enterprise bargaining is the process 
of directly negotiating wages and 
employment conditions between 
employers and employees at the 
enterprise level. 





Prime Minister Jonn Howard 


6.3 Historical background to employee relations in Australia 





employment arrangement by allowing employers to introduce them at any time to 
override collective agreements. It also abolished the ‘no disadvantage’ test by which 
registered individual and collective agreements were approved, and replaced it with 
five minimum standards. Unfair dismissal protections for workers in firms with 
less than 101 workers were also abolished. Union powers were further reduced, 
effectively restricting the role of unions in the process of negotiating enterprise 
agreements, and the functions of the AIRC were reduced, limiting the ability of that 
body to resolve disputes. 


Rudd Government: 2007- 


The Australian Labor Party and the union movement, through the ACTU, 
campaigned against the Work Choices legislation throughout 2006 and 2007. 
This campaign was successful, with the election of the Rudd Labor Government in 
November 2007. In March 2008 the Workplace Relations Amendment (Transition to 
Forward with Fairness) Act 2008 came into effect, preventing the making of any new 
AWAs, reintroducing the ‘no disadvantage’ test for all employment agreements, and 
enabling the AIRC to begin a process of modernising Awards. This Act was followed 
with the Fair Work Act 2009. The Fair Work Act has made a number of changes to 
the employee relations landscape. Collective bargaining at the enterprise level, rather 
than individual contracts, is to be restored as the major method of determining 
wages and employment conditions. Many of the restrictions on union activity have 
been removed, although the limits on strike action in Work Choices have been 
retained. A new body called Fair Work Australia replaces the AIRC and a number 
of other bodies set up under the Howard Government. A safety net of 10 minimum 
conditions must be included in all enterprise agreements, and unfair dismissal 
provisions have been restored for all businesses with more than 15 employees. 





Workplace Relations Minister 

Julia Gillard has had the task of 
introducing the Rudd Government's 
changes to employee relations. 


TEST your understanding 
1 Why did the Commonwealth Parliament pass the 


APPLY your understanding 


12 Examine the key features of 


2 


3 


Conciliation and Arbitration Act in 1904? 

What principle was established by the Harvester 
Case in 1907? 

Explain why the industrial relations system that 
operated in Australia until the early 1990s could be 
described as a centralised system. 

Why did the Conciliation and Arbitration 
Commission introduce wage indexation in the 
1970s? 

Briefly outline the role of the Accord. 

What was the aim of the Industrial Relations 
Reform Act of 1993? 

Describe the two different types of enterprise 
agreement introduced in 1993 by the Industrial 
Relations Reform Act. 

Explain the key changes introduced by the Howard 
Government in 1996. 

What changes were introduced in the 2005 Work 
Choices legislation? 

Identify those features of the Work Choices 
legislation that would have led to the union 
movement campaigning against it. 

Explain the key changes introduced by the Rudd 
Government in 2008 and 2009. 
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¢ the /ndustrial Relations Reform Act 1993 
e the Workplace Relations Act 1996 
e the Work Choices legislation of 2005 
e the Rudd Government's changes since 2008. 
Divide the class into six groups. Each group should 
carry out the following tasks, and report back to the 
rest of the class. 
Group 1 Is to list the benefits of each of the 
above pieces of legislation for employers. 
Group 2 Is to list the benefits of each of the 
above pieces of legislation for employees. 
Group 3 is to list the benefits of each of the above 
pieces of legislation for the union movement. 
Group 4 Is to list the disadvantages of each piece 
of legislation for employers. 
Group 5 Is to list the disadvantages of each piece 
of legislation for employees. 
Group 6 Is to list the disadvantages of each piece 
of legislation for the union movement. 
Using the information gathered in question 12, 
debate the following statement: ‘Changes to the 
employee relations system since 1993 have only 
benefited employers, and made employees worse 
off’. 





a 4 The difference between centralised and 
d 


decentralised approaches 





S KEY CONCEPT A centralised system of employee relations is one in which 

central tribunals decide the wages and employment conditions of all 
employees. A decentralised system is one in which direct negotiations occur 
between an individual employer and either individual employees, groups of 
employees or the representatives of those employees. 


The centralised system 


Under a centralised system, governments and their tribunals control the process of 
wage determination. The centralised system was in place in Australia from 1904 
until the early 1990s. Under the system, all wages and employment conditions were Conciliation occurs when a third 
formalised in Awards. Initially, Awards were determined for particular occupations, Party participates in the resolution of 

. a dispute and attempts to help resolve 
such as those for plumbers, shop assistants or cleaners. Later, they were grouped the differerices throu E 
together into industrial Awards covering all employees in a particular industry, 
such as the hospitality industry or the automotive industry. An Award was deter- Arbitration occurs when a ‘judge’ 
mined as a result of unions and employer organisations presenting submissions to (such as a commissioner of Fair Work 
the Conciliation and Arbitration Commission. Where possible, agreement between Australia) or a panel of ‘judges’ hears 


l ata, both arguments In a dispute in a 
the parties was reached through a process of conciliation. When agreement could hore formal court-like caine 


not be reached, a process of arbitration would result in the commission making a determines the outcome. 
ruling which was legally binding on all parties. 





D 


The AIRC has operated under both the centralised and decentralised systems. Formal 
hearings where both sides argue their case before a tribunal member still feature in the 
current system, but the focus is generally on dispute resolution through informal means 
such as conciliation. 





Under current legislation, the major area of employee relations that is still com- 
pletely centralised is the determination of the minimum wage. Each year the Min- 
imum Wages Panel of Fair Work Australia determines the minimum wage for all 
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6.4 The difference between centralised and decentralised approaches 





DID YOU KNOW? 


In 1970 women employees were 
earning an average of only 70 per 
cent of male weekly wages. This 
had risen to 81 per cent by 1984, 
and 85 per cent by 1991. In the era 
of decentralised employee relations 
the ratio has remained at around 
85 per cent. Decentralisation has 
not made female workers worse 
off, but has not narrowed the gap 


either. 
g —w™ 


UDU 


full-time permanent adult employees not covered by Awards, as well as a minimum 
casual wage, a minimum junior wage, a minimum training wage and a minimum 
wage for workers with disabilities. In making its decision the MWP considers sub- 
missions from peak employer organisations, peak union bodies and the government. 

The advantages and disadvantages of a centralised system are summarised in the 
following table. 


Advantages of the centralised Disadvantages of the centralised 


system 





SEA 


1 Centralised wage fixing provides a 1 The system is less flexible. For example, 
degree of comparative wage justice the same wages and conditions would be 
and equality for workers employed by applied to a large organisation in a capital 
different employers. city and a small business in a country 

town. 


wage outcomes through policies such as 
wage indexation, and so can maintain 
better management of the economy. 


Industrial disputes within individual 


2 Governments have greater control over 2 A centralised system does not provide 


enough opportunities for individual 
businesses to provide improvements in 
employment conditions in return for 
productivity gains. 


Large unions are favoured because they 





businesses can be reduced because 
Awards can cover entire industries. 


have the money and resources to mount 
expensive legal cases before industrial 
tribunals. 


4 Stability and predictability are 4 There is less incentive for a participative 
enhanced because one set of rules and approach to management, because 
procedures applies to all industries and decisions on wages and conditions are 
organisations. not made within the organisation. 


Towards decentralisation 


A decentralised system exists when employees are able to negotiate agreements with 
employers in individual workplaces. Economics was the driving force for the change 
to a more decentralised system in the late 1980s. The Keating Labor Government 
considered that centralised wage determination reduced the flexibility of businesses 
to adapt in an extremely competitive international environment. 

Enterprise bargaining represents a more decentralised system. It allows businesses 
to change workplace practices to suit workplace needs and to link productivity 
improvements to wage increases, and it empowers the parties to resolve disputes 
themselves. Decentralisation of the employee relations system has been a major 
political issue in Australia in recent years. The trade union movement and the 
Australian Labor Party have supported a collective approach, with an Award 
structure remaining in force as a safety net. Some employer organisations and the 
Liberal Party of Australia have favoured an individual approach, with the removal 
of Awards and minimal safety net provisions. The nature of decentralisation of the 
employee relations system has therefore changed according to which party has 
been in government in the Commonwealth Parliament. 

Employee relations structures and procedures became a key political issue 
in Australia in 2006 and 2007, with the ACTU leading its ‘your rights at work’ 
campaign against what it saw as the unfair Work Choices legislation introduced by 
the Howard Government. 

The advantages and disadvantages of a decentralised system are summarised in 
the following table. 
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1 There ts flexibility to introduce 1 There is likely to be a greater inequality 


employment conditions that take into between the wages of skilled and 
account the individual characteristics of unskilled workers, as unskilled workers 
each workplace. have less bargaining power. 

2 Greater communication between 2 Government has less control over wages, 
employers and employees can improve making management of the economy 
staff motivation through the development more difficult. 


of a greater cooperative spirit. 


3 Greater effort and contribution to 3 With less involvement of centralised 
productivity improvements by employees tribunals, industrial disputes could drag 
can be rewarded. on for longer periods. 


SS rr ar a, 





In a decentralised system, employment arrangements 
are determined at the enterprise level. 


| is 


TEST your understanding APPLY your understanding 


List and explain the key features of a centralised 5 In pairs or small groups, discuss the following 
employee relations system. Statement: ‘In a decentralised system, employees no 
What Is the key principle behind the concept of longer need the assistance of unions’. 

decentralised employee relations? Compare your views with those of the rest of the 


Why has the issue of decentralisation of class. 
the employee relations system been such a 6 Would you prefer a decentralised or centralised 
controversial political issue in recent years in employee relations system If you were: 
Australia? (a) an employee? 
What is the role of the Minimum Wages Panel? (b) an employer? 

Give reasons for your answer. 








& 5 Industry-wide Awards, collective agreements and 
® 


individual agreements 





mi KEY CONCEPT The decentralisation of employee relations has resulted in 

a move away from industry-wide Awards to agreements determined at the 
enterprise level. Awards now provide only a safety net of minimum conditions, 
while collective and individual agreements provide the opportunity for 
employees to gain improved pay and conditions in return for improvements 


in productivity. 


Industry-wide Awards 


While Commonwealth legislation of 1993, 1996 and 2005 set out to establish 
enterprise bargaining as the replacement for centralised Awards, none of this legis- 
lation actually abolished any of the Awards in existence. Instead, the legislation 
allowed for Awards to be superseded as new enterprise agreements were nego- 
tiated. In practical terms this means that Awards no longer apply in businesses 
that have developed an agreement at enterprise level. However, the Award would 
still apply to any businesses in the same industry that have not developed such 
an agreement. The significance of industry-wide Awards today is that they pro- 
vide a set of minimum employment standards for employees working within an 
industry, although in most cases the process of enterprise bargaining has provided 
the opportunity for employees to gain employment conditions that improve on 
these minimum standards. 


Award modernisation 


Under the Workplace Relations Amendment (Transition to Forward with Fairness) Act 
2008 a process was set in place for the AIRC to modernise all Awards, removing 
inconsistencies and amalgamating overlapping Awards that previously covered 
different parts of an industry. In carrying out this process, the AIRC has set up 
a consultation structure to gain assistance and input from relevant unions and 
employer associations. The process commenced in April 2008 and was due to be 
completed by December 2009, so that new Awards could come into existence by the 
beginning of 2010. In all, the AIRC has had to examine almost 2500 Awards. The 
aim has been to reduce the number of Awards to cover just over 100 industries. As 
an example, in the first six months of this process the AIRC was able to reduce 500 
earlier Awards to a group of 17 modern Awards, covering 11 industries including 
hospitality, mining, metals and related industries, retail and higher education. 


What do Awards include? 


Modern Awards combine with 10 National Employment Standards to provide 
the safety net of basic employment conditions for all employees. The table oppo- 
site summarises the National Employment Standards and the matters included in 
modern Awards. 

All modern Awards that came into force on 1 January 2010 are to be reviewed 
by Fair Work Australia every four years, starting in 2014. The National Employ- 
ment Standards and modern Awards provide minimum working conditions for 
all employees. Enterprise bargaining allows employees to negotiate better pay and 
conditions over and above the Award, particularly when linked to changes in work 
practices that can deliver improvements in productivity within the organisation. 
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Matters covered by Awards and collective agreements 


The 10 National Employment Standards 





The 10 matters that can be included in modern Awards 
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Maximum weekly hours of regular work 

The right to request flexible work arrangements 
Parental leave and related entitlements 

Annual leave 

Personal, carers and compassionate leave 
Community service leave 

Long-service leave 


Public holidays 


so oOo NOAUA ON 


Notice of termination and redundancy pay 


Provision of a Fair Work Information Statement, which details the 10 
rights and entitlements of employees, and how to seek advice 


and assistance if required 


Minimum wages, including disability and training wages 
Types of employment, such as full time, part time, outworker 
Arrangements for the hours during which work is performed 
Overtime rates where applicable 

Penalty rates 

Annualised wages and salaries 

Allowances 

Details of leave, leave loadings etc. 

Superannuation arrangements 


Procedures for consultation, representation and dispute 
settlement 


Source: Information derived from a Department of Employment and Workplace Relations fact sheet, 
www.workplace.gov.au; and ‘Current and emerging issues for the Australian Industrial Relations 
Commission’, speech by Justice Guidice, AIRC President, at the Australian Mines and Metals Association 
National Conference, 2 April 2008. 


Collective and individual 
agreements 


The Work Choices legislation of the Howard Government aimed to enshrine statu- 
tory individual contracts known as Australian Workplace Agreements (AWAs) as 
the major form of workplace arrangement between employer and employees. The 
Fair Work legislation of the Rudd Government aims to make collective agreements 
the major method of determining employment conditions in the workplace. The 
Rudd Government considered that AWAs severely disadvantaged employees and so 
they have been abolished, although it is still possible for employees to be employed 
under an individual common law employment contract. 


THE THEORY: 








CONTRACTS 
The PRACTICE: 


| HAVENT GOT 









sol ae Ly 
Just HAVE 

INCREASE Your 
PENALTY Rates! 
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There is a belief that employees 
could be disadvantaged by 
individual employment contracts 
such as AWAs. 
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6.5 Industry-wide Awards, collective agreements and individual agreements 





Collective agreements 


A collective agreement, otherwise known as an enterprise agreement, may be made 

between an employer and a union, acting on behalf of its employees, or between 

the employer and a group representing the majority of its employees. In addition 

to the 10 National Employment Standards, enterprise agreements must include the 

following: 

e a nominal expiry date, usually two or three years after the commencement of 
the agreement 

e procedures for settling any disputes that might arise in the implementation of 
the agreement, including the right of employees to be represented in the dispute 
settlement procedure 

e terms that allow for individual flexibility, so that arrangements can be made 
between the employer and individual employees 

e provisions for consultation with employees on major workplace change. 





DID YOU KNOW? 
If an employer refuses to bargain 
with its employees, an employee 
representative can ask Fair Work 


Australia to determine if there There is an expectation that parties should enter negotiations in good faith. This 
is majority employee support means that both employer and employee representatives should: 

for negotiating an enterprise e attend and participate in meetings at reasonable times 

agreement. If so, the employer will e disclose relevant information (other than confidential or commercially sensitive 
be required to bargain collectively information) to the other party to the negotiations in a timely manner 


with its employees. Fair Work provide responses to proposals made by other bargaining representatives in a 


Australia can issue good faith timely manner 
bargaining orders which specify the give genuine consideration to the proposals of other bargaining representatives 


bargaining requirements that both and provide reasons if these proposals are not accepted 
sides must follow. e not engage in unfair conduct that undermines freedom of association or col- 
i— lective bargaining. 


Good faith bargaining does not mean that either side should be forced into 
signing an agreement where they do not agree to the terms. Good faith bargaining 
is primarily about the process and conduct of negotiations, not about forcing either 
side to make particular offers, or accept offers made by the other side. 


ENTERPRISE BARGAINING AT THE CIRCUS... 





i'm AFRAID WE 
CAN'T TAKE THIS 
OFFER SERIOUSLY! 


Both parties to an enterprise agreement are expected to bargain in good faith. 


UNIT 4 © Managing people and change 








Once the parties to an enterprise agreement have concluded their negotiations, 
the agreement needs to be submitted to Fair Work Australia for approval before it 
can commence operation. The agreement must be signed by the employer and the 
bargaining representatives acting on behalf of employees, to certify that the agree- 
ment has been entered into voluntarily by both sides. Fair Work Australia will 
examine the detail of the agreement to ensure that: 

e there is genuine evidence that both the employer and employees agree to the 
terms of the agreement 

e a majority of employees has been consulted, either by the relevant union or any 
other group or individual representing the employees in negotiations 

e employees will be better off overall by entering into the agreement than simply 
being covered by the relevant Award 

e the agreement is consistent with the National Employment Standards 

e there is no unlawful content included in the agreement, such as provisions that 
might contradict equal employment opportunity legislation. 


Individual agreements 


It has not been legally possible to create new AWAs since March 2008, although 
some of those created before that date have been allowed to continue if agreed 
to by both employees and employer. The only form of individual agreement still 
permitted is the individual common law employment contract. These have been in 
existence for decades as a contractual relationship between employer and employee. 
They differ from AWAs in that they must conform to existing Awards, or if they pay 
wages above the Award, this must not be in exchange for any reduction in other 
conditions. AWAs allowed employers to reduce both wages and working con- 
ditions to below those that previously applied under the centralised Award system. 
The only cases in which a common law employment contract can exclude relevant 
Award conditions is when the employee is guaranteed an income of greater than 
$100000. As Awards are seen to have less relevance to employees earning high 
salaries, an employee earning above this figure can enter an individual agreement 
with their employer for an Award not to apply to them. 

Common law employment contracts are enforceable through the courts in the 
same way as any other legal contract between two parties. 


TEST your understanding 


APPLY your understanding 


Explain the role of industry-wide Awards in the 
current employee relations environment. 

What is the purpose of the Award modernisation 
process? 

What mechanism is in place to ensure that Awards 
remain relevant into the future? 

Why did the Rudd Government abolish AWAs? 

List and explain the key elements that must be 
included in collective agreements. 

Explain the meaning of the term ‘bargaining in 
good faith’. 

What requirements must be satisfied before Fair 
Work Australia will approve a collective agreement? 
In what ways do individual common law 
employment contracts differ from AWAs? 

Explain the special provisions that apply to 
employees earning over $100 000 per year. 


10 Use the Fair Work Australia weblink in your 





W 


eBookPLUS to find the modern Award relevant ( A 
to the retail or hospitality industry, or any other * | 
industry in which you or your classmates have part- 
time employment. List and briefly explain the key 
matters that are covered by this Award. 
Obtain a copy of either an enterprise agreement 
that applies to an employer in one of the industries 
mentioned in question 10, or an individual 
common law contract as provided by your own or 
a classmate’s employer, and compare it with the 
relevant Award. 
e What features does this document contain that 
are the same as the relevant Award? 
e Identify those provisions, if any, that improve 
on the basic conditions allowed for in the 
Award. 
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6 E The role of human resource managers under a 
® 


decentralised approach 





mi KEY CONCEPT In a decentralised employee relations environment, human 

resource managers are required to negotiate and implement employment 
agreements, train fellow managers to put such agreements into practice, and 
deal with any disputes that may arise. Utilising a responsive and cooperative 
approach is likely to achieve greatest success in the performance of the human 
resource manager's role. 


The role of human resource managers in a decentralised employee relations environ- 
ment includes: 
e negotiating employment agreements with employees and their representatives 
e training other managers and supervisors to facilitate the implementation of 
agreements within their areas of responsibility 
e ensuring the implementation of all key terms of agreements 
e dealing with disputes and conflict that may arise during the life of an agreement. 
The manner in which the role of the human resource man- 
ager will be performed is determined by the corporate culture, 
strategic vision and objectives, and dominant management 
style of the organisation. The degree to which employees are 
valued by management, the level of employee participation in 
decision making and the importance of using non-monetary 
motivational approaches will all influence the manner in 
which the human resource manager approaches the devel- 
opment of enterprise agreements. The degree to which the 
organisation adopts ethical and socially responsible manage- 
ment practices will also have an impact on the way in which 
these agreements are negotiated and implemented. 





ROLE OF THE HUMAN 


RESOURCE MANAGER 


Role of the human resource 


managerinadecenvased | Negotiating employment 
agreements 


The following process can be used by human resource managers seeking to achieve 
the best possible outcome in terms of employee commitment, genuine productivity 
improvements, and flexibility for both employer and employee: 

1 Be aware of all relevant Awards and legal requirements. Modernised Awards and the 
National Employment Standards provide the legally enforceable safety net, and 
the context in which an agreement can be negotiated. A human resource man- 
ager must be aware of the details of all these requirements. 


DID YOU KNOW? 





Hazelwood Power Station 2 Ensure all relevant information is available to employee representatives. An immediate 
management in the Latrobe Valley level of trust can be established with employee representatives if details of 
adopted a policy of ‘openness and strategic planning and relevant financial reports are tabled in negotiations. A 
honesty’ with staff and unions. cooperative approach will support this atmosphere of trust. 

They have an open email system 3 Consult widely. If productivity gains are to be part of the bargaining process, 
that any employee can use to human resource managers need to consult with production managers, oper- 
address questions directly to ations managers and supervisors to determine feasible changes to work practices. 
the CEO. Consultation with employer organisations or other human resource professionals 
m in similar organisations can provide information on how to overcome potential 

problems. 


4 Keep an open mind. Employee representatives who are keen to gain improve- 
ments in wages and conditions may have worthwhile proposals on productivity 
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improvements. Union officials often have experience in negotiating similar agree- 
ments in other workplaces, and may be able to offer examples of good practice. 

5 Keep the big picture in mind. Consistency with the organisation’s vision, stra- 
tegic objectives and financial performance is vital. Specific objectives such as 
the expansion into new markets or introduction of new technology need to be 
incorporated into any changes in work practices, and rewarded accordingly. 

6 Exercise care with the wording of the agreement. Ensure that everyone understands 
all implications, that ambiguous language is avoided, and that legal requirements 
such as the dates of operation and dispute resolution procedures are included. 

7 Lodge the agreement. Human resource managers need to be aware of the lodge- 
ment and approval requirements of Fair Work Australia. 


Training other managers and 
supervisors 


Other managers and supervisors need to be fully informed of the details of the 
agreement to ensure that processes for achieving productivity improvements 
are put into operation. Monitoring processes with appropriate key performance 
indicators (KPIs) is necessary to track the success of changes in work practices. 
It will be production managers, operations managers and supervisors who will be 
responsible for day-to-day implementation of these aspects of the agreement. 


Implementing agreements 


Changes to wages, hours of work, leave entitlements and flexibility arrangements 
will be handled by human resource managers. They also have responsibility for 
preparing and distributing the legally required Fair Work Information Statement. 
Assisting other managers in preparing performance indicators to measure produc- 
tivity improvements and seeking regular feedback on the operation of the agree- 
ment are other parts of the human resource manager's role. 


Dealing with disputes and conflict 


Human resource managers are central to managing the resolution of disputes that 
may arise under an enterprise agreement (see section 6.9 ‘Resolution of conflict’). 





Other managers must be made 
aware of changes in work practices, 
and assisted to set up monitoring 
procedures. 


TEST your understanding APPLY your understanding 


1 Give examples of the legal requirements that 6 Hannelore Wuth is the human resource manager 
a human resources manager must be familiar for Delite Cakes and Pastries, which has a factory 
with before commencing enterprise agreement supplying supermarkets throughout Victoria. The 
negotiations. current employment agreement with employees is 
What would be the benefits of providing an due to expire in three months. Hannelore is new to 
organisation’s financial reports to employee the company and was not involved in negotiating 


representatives during the negotiation process? the current agreement. 


Describe two possible sources of information from (a) Identify and explain the key issues Hannelore 
outside the organisation which could assist in the needs to be aware of before she begins the 
development of an employment agreement. process of negotiating a new agreement. 
What role will a production manager have in: (b) What are the three most important issues 

(a) the negotiation of an employment agreement? that she needs to keep in mind during the 


(b) the implementation of an employment agreement? negotiation process? 
In what ways will management be able to determine 
the success of an employment agreement? 
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KEY CONCEPT Employment agreements can cover all aspects of the 
relationship between employers and employees. Consequently, successful 
employee relations depend on both the management style and management 
Skills of all managers and supervisors in an organisation. 


Management styles in employee 
relations 


Management styles can range from autocratic to persuasive, consultative or partici- 
pative, and through to laissez-faire. Usually, either the participative or consultative 
styles of management result in positive employee relations. These styles encourage 
employee involvement in the decision-making process and allow for negotiations 
to precede any final decision. On the other hand, managers who use only an 
authoritarian or autocratic style of management are likely to find that employee 
relations becomes a source of conflict and suspicion between employees and man- 
agement. In an era when talented employees can be hard to find and employers 
wish to attract, engage and retain skilled and motivated employees, the reputation 
or ‘brand’ of an organisation is crucial. 


Your employer brand: The DNA of 


your business 





Employer branding is concerned with building an image in 

the minds of employees that work for you, and potential 
employees, that your business is a great place to work. It is about 
relationships — those between an employer and current, past 
and potential employees; and those between employees and 
each other, customers and stakeholders. 

As Brett Minchington, managing director of Collective 
Learning, a firm specialising in employer branding, explains, all 
businesses, regardless of their industry, have an employer brand. 

‘It’s the glue that binds the different components of the 
business together to ensure employee loyalty, commitment and 
performance,’ says Minchington. ‘This results in customer loyalty, 
advocacy and satisfaction leading to business growth, profitability 
and market share. 

‘This in turn results in stakeholder and competitor respect and 
employer of choice status. 

‘The employer brand is the most powerful tool a business has for attracting, 

engaging and retaining the right “talent culture fit” in what is increasingly becoming 

a difficult recruitment marketplace. There is a lot of competition for good talent 

today, but those companies who have projected a strong employer brand will be in a 
ü , better position to pick and choose from the best candidates. In fact, having a strong 

IN fact, having © employer brand means talent will choose them.’ 

Minchington makes clear that an employer brand must be built from within the 
strong employer company. Collaboration with staff and management, and particularly the HR and 
brand means talent marketing departments is critical, and CEOS and MDs, though not necessarily driving 

; the process, must be engaged in it and champion the program. 
WI | choose them . ? Source: Extracts from NSW Business Chamber 2007, ‘Your employer brand: 
The DNA of your business’, www.nswbusinesschamber.com.au. 








An environment encouraging 
employee participation will contribute 
to a powerful employer brand. 


SH. 
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Management skills in employee 
relations 


Strong employer branding will be enhanced by a consultative or participative man- 
agement style, so management skills that support such a style are important in con- 
tributing to a positive employee relations culture. Managers who demonstrate some 
or all of the following will play a part in the development of such a culture: 

People skills: good communication and interpersonal skills help build trust, sup- 
port positive negotiations and help with the timely resolution of disputes. 

Delegation skills: a willingness to entrust responsibility to employees helps build 


Benefits of effective employee 


a positive attitude towards the organisation. 


Teamwork skills: establishing and supporting teams and responding positively to 


team activity contributes to the level of engagement of employees. 
Problem-solving skills: the ability to analyse and interpret the sources of 


problems helps avoid a tendency to blame individuals or groups for those 


problems. Unnecessary conflict can be avoided through the application of 


good problem-solving skills. 


relations 


Success in reforming employee relations requires management skills and 
knowledge. Current research demonstrates that organisations with a respon- 
sive, cooperative system for managing employee relations experience: 

superior overall organisational performance (in sales, growth, market 


share and customer satisfaction) 
success in international markets 
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fewer industrial disputes 
higher productivity 


The involvement of employees and 
unions in decision making has been 
shown to encourage good employee 


more effective enterprise agreements 
fewer workplace accidents. 


TEST your understanding 


How can different management styles affect 
employee relations within a large-scale 
organisation? 

What is meant by the term ‘employer branding’? 
Why is employer brand important for an 
organisation? 

Explain how the employee relations environment 
in an organisation can have an impact on the 
employer brand of that organisation? 

Identify three management skills that can play a 
part in developing a positive employee relations 
environment, and explain how each skill can 
contribute to that environment. 

In what ways can an organisation benefit trom 
maintaining a cooperative employee relations 
culture? 


relations. 


APPLY your understanding 


7 Jim was the HR manager of a large city accounting 


firm. He had recently advertised several new positions 
tor IT specialists to assist with improvements to 

the organisation’s computer systems, and was very 
disappointed at the number and quality of applicants 
tor the positions. In discussions with a friend from 
another accounting firm, he raised the problem. 

‘I'm not surprised,’ his friend said, ‘your firm’s 
reputation in the industry Is terrible. Nobody wants to 
work for an organisation where the top partners run 
everything and nobody else gets a Say.’ 

Jim realised that he would have to try and convince 
top management that they needed to change their 
management style. 

In a short essay of no more than 750 words, 
prepare an argument Jim could present to his 
employers to convince them of the need to establish 
a more consultative and cooperative workplace. 
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KEY CONCEPT Even with the most positive employee relations environment, 


conflict between employers and employees can still occur. This conflict can 
be expressed as industrial action on the part of either the employers or the 


employees. 


Conflict refers to disputes, 
disagreements or dissatisfaction 
between individuals and/or groups. 


A strike occurs when employees 
withdraw their labour for a period of 
time in pursuit of improvements in their 
employment conditions. 


A lockout occurs when employers 
close the workplace for a period of 
time as a means of applying pressure to 
employees during a period of industrial 
conflict. 


UNIT 4 


Conflict in the workplace most often refers to a dispute between the employer 
and employees. The Australian Bureau of Statistics defines an industrial dispute 
as a withdrawal from work by a group of employees, or refusal by an employer or 
number of employers to permit some or all of their members to work. Each with- 
drawal or refusal is made to enforce a demand, resist a demand or express a griev- 
ance. Withdrawal of labour by employees is known as strike action, while refusal 
by employers to allow employees to work is known as a lockout. 

The Australian Bureau of Statistics publishes statistics on industrial disputation 
in Australia. The number of working days lost through industrial disputation has 
decreased over the last 20 years or so, as can be seen in the following figure, largely 
due to the trend towards enterprise bargaining. 


‘000 
2000 


1500 Industrial disputes in Australia, 


number of working days lost, 
1987-2007 
Source: Data derived from Australian 


Bureau of Statistics, Australian labour 
market statistics, cat. no. 6105.0. 


1000 


500 





1987 1991 1995 1999 2003 2007 


Causes of conflict 


Causes of industrial disputes as a percentage of total working days lost to industrial 
disputes, 1999 and 2008 





Major causes of disputes 1999 (%) 2008 (%) 
Managerial policy 60.0 G13 
Wages 70 2.4 
Physical working conditions 12.0 33 
Other (includes situations other than the employer—employee IAG 10 


relationship) 


Source: Adapted from Australian Bureau of Statistics, Industrial disputes, Australia, cat. nos 6322.0 and 
6321.0.55.001. 


o o 
Managerial policy 
Managerial policy is the most common cause of disputes, as can be seen from the table 
above. Disputes arising from managerial policy may be related to Award restructuring, 
terms and conditions of employment, enterprise bargaining (which may include 
wages aspects of the agreement), production limits or quotas, promotion, discipline, 
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personal disagreements and changing work practices. The increasing emphasis on 
enterprise bargaining has meant that the overwhelming number of disputes relate to 
the negotiation and implementation of employment conditions, and the attitude of 
management during that process. 


Wage demands 


Disputes over wages were the cause of 2.4 per cent of working days lost to industrial 
disputes in 2008, well behind both managerial issues and physical conditions issues 
such as occupational health and safety. These figures are very low compared with 
the levels of wage-related dispute in the early and late 1980s, when inflationary 
pressures were a major factor. In 1981, before the Accord was introduced, disputes 
over wages accounted for 46.7 per cent of all disputes. 


Working conditions 


Working conditions are another cause of disputes. Conditions can include leave, 
pensions, compensation, hours of work and physical working conditions. Disputes 
over physical working conditions include occupational health and safety matters 
— for example, provision of protective clothing and equipment, poor amenities, 
inadequate or unsafe equipment or production methods, and the physical nature 
of the work. 


Political goals and social issues 


The category of ‘other causes’ can involve protests, demonstrations and other 

activity aimed at broader issues, rather than those that apply within one workplace. 

The union movement has regularly called on its membership to participate in cam- 

paigns on social, economic or political issues. Examples include: 

e the national Your rights at work’ protests against the Howard Government's 
Work Choices legislation in 2006 and 2007 

e the ACTUs campaigning for a national maternity leave scheme. 


Protected and unprotected action 


Commonwealth employee relations legislation distinguishes between protected and 
unprotected industrial action. Protected industrial action is considered to be a 
legitimate tactic in pursuit of claims in a new enterprise agreement and will usually 
occur during the process of negotiating that new agreement. For strike action on 
the part of employees to be protected, the union involved must conduct a secret 
ballot of members, the majority must vote in favour of the action, and the employer 
must be informed of the proposed action at least three working days in advance. 

If the action by either party is considered to threaten the wider economy, or 
other businesses which have a commercial relationship with the organisation 
involved in the dispute, Fair Work Australia can order the end of the action, 
and set up a conciliation process to resolve the dispute. If the conciliation fails 
to resolve the dispute, Fair Work Australia can determine a solution through a 
process of arbitration. 

Industrial action that takes place before the expiry date of the previous agree- 
ment is considered to be unprotected industrial action, and therefore unlawful. 
Strike action taken without a proper warning is also unprotected. Either party 
taking unprotected action may be subject to legal action before the Fair Work 
Division of the Federal Court, which can order the payment of compensation, or 
impose fines. 
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DID YOU KNOW? 


Staff turnover costs Australian 
businesses $100 billion a year in 
lost productivity and training and 
recruitment costs, according to 
research, Staff turnover is currently 
running at 18 per cent overall and 
at 40 per cent for workers in their 
twenties. One in five cite poor 
management as the main reason 
behind their resignations according 
to Exit Info, which interviews 
employees about to leave their 
jobs. 


(EE t=” 


Protected industrial action refers 

to action taken by either party to a 
dispute that has been approved by Fair 
Work Australia. 


Unprotected industrial action refers 
to action that has not been approved 
by Fair Work Australia. 
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DID YOU KNOW? 


A union wishing to conduct 

a secret ballot for protected 
industrial action must first apply 
to Fair Work Australia. This 
application will normally be dealt 
with within two working days. Fair 
Work Australia must be satisfied 
that the union or employees 
seeking the ballot have made 
genuine attempts to negotiate 
with the employer. The order for 
a ballot will include details of the 
types of employees who are to 
be balloted, the timetable for the 
ballot and the questions to be 
put. In most cases a postal ballot 
Is conducted by the Australian 
Electoral Commission. A ballot is 
successful if at least 50 per cent 
of those eligible to vote actually 
voted, and more than 50 per cent 


voted in favour of the action. 
e—_——————————— ————r— 





(a) What type of action might the employees take? 

(b) What might they hope to achieve by taking this 
action? 

(c) What has to happen for this action to be 
‘protected’? 

(d) Three other businesses which rely on Empire 
Engineering for supplies are concerned that 
industrial action at that company will affect their 
businesses. What can they do to address the 
problem? 


Differentiate between a strike and a lockout. 
Explain why industrial disputes over ‘managerial 
policy’ are the most common in Australia when 
compared to the other causes of industrial conflict. 
Under what circumstances will industrial action be 
‘protected’ under current legislation? 

Describe the steps that Fair Work Australia could 


take to deal with unprotected industrial action. 


Jules works tor Empire Engineering. His union is 
currently negotiating a new enterprise agreement 
with the employer, but negotiations are not going 
well. The union wants to arrange for the employees 
to take industrial action in the near future. 
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KEY CONCEPT A number of different approaches are available to resolve 
industrial disputes when they arise. The successful resolution of conflict will 


often depend on the management styles and skills of managers, particularly 


human resource Managers. 


All enterprise agreements must contain dispute resolution procedures to gain the 
approval of Fair Work Australia. If the relationship between the employer and the 
employees and their representatives is likely to be hostile, these procedures are 
likely to be very formal, with strict procedural rules and clearly defined roles for 
the employer, employees, unions, employer organisations and any third parties that 
may be brought in to assist with the resolution. Where the workplace relation- 
ship is positive, through a consultative or participative culture, disputes can often 
be resolved informally through discussions between the local employee represen- 
tatives and human resource management without any involvement of external third 
parties. In the case of an autocratic management style, more formalised dispute 
resolution methods are likely to be preferred. 


Negotiation 


Negotiation is the least formal method of dispute resolution, in that it involves 
direct discussions between the parties, without the involvement of external third 
parties. This method is likely to be most effective when the employer utilises a 
consultative or participative management style, and possesses the interpersonal and 
communication skills to be able to negotiate a suitable compromise solution. 


Mediation 


Mediation is a more formal method of dispute resolution, in that it involves the 
assistance of a third party. The third party assists the parties in dispute to work 
towards their own agreement, but will usually not offer suggestions or solutions, 
preferring to allow the parties to develop the agreement in their own terms. The 
third party may either be independent and agreed on by key parties in a dispute, 
or a representative from a business, tribunal or government agency, such as the 
Human Rights and Equal Opportunity Commission. 





Negotiation is a method of resolving 
disputes whereby discussions between 
the parties result in a compromise and 
a formal or informal agreement about 
a dispute. 


Mediation is the confidential 
discussion of issues in a non- 
threatening environment, in the 
presence of a neutral, objective third 
party. Many organisations now specify 
mediation as a first step in their dispute 
resolution or grievance procedures. 


A mediator can assist the 
parties to resolve a dispute in 


the workplace. 
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A grievance procedure provides 
an orderly system whereby the 
employee and employer can resolve 
matters relating to complaints about 
wages, hours, working conditions or 
disciplinary action. 


DID YOU KNOW? 


Around 84 per cent of workplaces 
with over 20 employees have 
formal grievance procedures, and 
these procedures are used all or 


most of the time. 
( ——— 


DID YOU KNOW? 


The main difference between 
conciliation and arbitration is that 
in conciliation you own the solution 
whereas in arbitration the solution 
is imposed on you. Both sides will 
be more committed to the success 
of a conciliated result, while an 
arbitrated solution is more likely to 
have a winner and a loser, resulting 


in dissatisfaction on one side. 
O: 


Orders are enforceable documents 
issued by tribunals, such as Fair Work 
Australia, which require employees or 
employers to carry out a direction from 
the tribunal. 


CDU 








Grievance procedures 


Grievance procedures are a formalised set of steps which can involve manage- 
ment, local union representatives and/or external advisors. Since the introduction 
of enterprise bargaining, most organisations have established a formal process by 
which issues can be handled. Around 70 per cent of managers are involved in 
grievance handling and cite the most common issues as being personality conflicts, 
allowances/pay and discipline. 






Dissatisfaction? Resolved? 


Y 






Dissatisfaction? Resolved? 


Y 





Dissatisfaction? Resolved? 


Y 


A typical formalised grievance procedure 


Conciliation 


Conciliation involves the formal participation of an external third party, usually a 
conciliator or commissioner from Fair Work Australia. The commissioner calls a 
conference and attempts to help both sides reach an agreement. Conciliation dif- 
fers as a process from mediation in that it follows more formalised procedures, and 
the conciliator will offer solutions to the dispute, which can be incorporated into a 
final agreement. The commissioner may require all parties to continue negotiations 
on some aspects, or to develop other strategies to resolve the dispute, and then 
report back for another conference. 


Arbitration 


If conciliation fails, the matter may be referred to arbitration. Arbitration occurs 
when either of the parties applies to have the dispute resolved by Fair Work Aus- 
tralia, which operates as an independent tribunal in these circumstances. There 
is a general understanding that other methods, such as mediation or conciliation, 
should be attempted before taking a dispute to arbitration, and Fair Work Aus- 
tralia will usually order a process of conciliation to occur before it will commence 
a formal arbitration hearing. When all other avenues have been exhausted, the 
arbitration hearing proceeds in a manner similar to a court case. The case is heard 
before a commissioner, who has powers similar to those of a judge, and each side is 
represented by industrial advocates, who are usually lawyers with specialist know- 
ledge in employee relations law. Witnesses may be called to support each party and 
cross-examined in the hearing. A judgement or an Order is based on the merits of 
the evidence and becomes legally binding on all parties. 
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Common law action 


Legal action before the courts is open to any party involved in or affected by indus- 
trial action. Parties may make direct claims for damages caused by the parties 
taking the action, or for breach of contract resulting from such action. Legal action 
arising from employee relations issues is usually heard in the Fair Work Division of 
the Federal Court. If the industrial action is protected during a bargaining period, 
the parties taking the action cannot be sued through the courts. Taking legal action 
would be considered a ‘last resort’, when all other avenues have been exhausted. 
Any business seeking to operate under a consultative or participative management 
style would tend to avoid this method of resolving conflict, as it is likely to prolong 
hostility and mistrust in the workplace. 


Concluding the relationship 


An employee who is not satisfied with his or her employment conditions can 








always seek employment elsewhere, and many people will do this in prefer- | ORDER You © 
ence to becoming involved in a dispute with their employer. During the 1990s, nee 
local councils were required to outsource many of their functions, such as bh 







. . , ) ie RoStERING SYSTEM. 
maintenance and rubbish collection. In doing so they dismissed large numbers | A 


of employees, many of whom then gained employment with the private com- 
panies awarded the maintenance and rubbish collection contracts. 
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A conciliated decision 





———— 
1] 


TEST your understanding (b) Helen Scobie is fed up with being asked to do 
unpaid overtime and leaves Fitzgerald's Garage 


forever. 

(c) Oktay Yimazturk threatens to shut his workshop 
tomorrow unless workers agree to productivity 
improvements in their agreement. 

(d) A Fair Work Australia commissioner orders Sener 
Sofas to reinstate 12 workers sacked last month. 

(e) Millar Machines finally reaches agreement 
with the union, after regular meetings with a 

APPLY your understanding CO ONET Ana E on: | 

(f) Lafitani is fed up with his workmates playing 
practical jokes on him. He complains to Rhonda 
Pok, his supervisor, who records the complaint 
and, because it is serious, takes it to the 
company’s group specially established to help 
deal with such problems. 





1 Explain the differences between negotiation, 
mediation and conciliation as alternative means of 
resolving industrial conflict. 

2 Why do around 84 per cent of workplaces with 
more than 20 employees have established grievance 
procedures? 

3 Explain the conciliation and arbitration procedures 
utilised by Fair Work Australia. 














4 Identify the term used to describe the way in which 
the following disputes have been resolved: 
(a) Andreus Enterprises makes a two-year collective 
agreement with a majority of its employees, 
represented by the Australian Workers’ Union. 
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APPLY YOUR SKILLS: Workplace-level grievances 





apply human resource management knowledge and concepts to practical and/or 
simulated situations 
evaluate different practices and processes for managing human resources. 


Workplace conflict — how to extinguish 


the flame and avoid a fire 





When an employee has a grievance It means they have a complaint about a situation 
in the workplace they perceive as unfair. It may be a situation where the employee 
feels they are working in an unsafe environment. For example, an employee 
grievance was soon referred to the union when management ignored the complaints 
made by female employees who constantly tore their stockings on the old wooden 
furniture in the office. This issue finally came to a head when an employee suffered 
from a splinter under her kneecap. The frustrated employee went to her union and 
that was the catalyst for management to agree to purchase new furniture. 

Research has shown that a manager's skill in averting the escalation of such 
workplace disputes is critical. According to a senior human resource management 
executive at ANZ, encouraging communication and listening to staff is one way 
to avert potential problems in the workplace. He says: ‘What we have done quite 
consciously is to build better communications with our staff — direct relationships 
face to face with our staff for matters that affect them in the workplace and there is 
no substitute for that’. Supervisors and HR managers are recommended to approach 
grievances in the first instance at the workplace level in the following way: 


e Treat the grievance seriously and in private. 
Resea rch has e Listen to what the employee is saying. 
shown that a e Establish exactly what the problem is. 
; ; e Identify the source or sources of dissatisfaction. 
manager S skill ¢ Remain calm. Lost tempers and accusations can only escalate bad feeling. 


in averting the 
escalation of such 
disputes is critical. 
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TEST your understanding 


1 Why is the manager's skill in resolving disputes at 
the workplace level crucial in avoiding the escalation 
of an industrial dispute? 

Explain why a manager who adopts an autocratic 
management style may find it difficult to resolve 
disputes at the workplace level. 

Explain the steps a manager should take when 
contronted with an employee grievance in the first 
instance at the workplace level. 


APPLY your understanding 


4 Read the following scenarios and identify in each 
case: 
(i) why the dispute was not resolved adequately 
(ii) what skills the manager lacked. 

A Jennifer told her manager that the new 
procedure for ensuring the customer received 
product within 24 hours meant that she 
consistently had to miss lunch. Her manager said 
that it was a cost-effective way of losing weight 
and laughed it off. 

Tran told his manager that he wanted to talk to 
him because he thought the equipment he was 
using was dangerous. Tran’s manager said he 
was more than happy to talk about it, but that it 
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would have to wait at least three weeks because 
he was so busy. He also added that it has never 
been a problem in the past. 
Tough cost cutting at the firm meant that John 
had to pay for his own tea and coffee. John 
thought that this was ridiculous and spoke to 
his manager. John’s manager informed him that 
it was just ‘tough luck’ and that he couldn't do 
anything about it because it was a decision made 
by head office. 
Geoff wants to talk to his manager about a 
coworker who constantly has personal telephone 
conversations and will not lower her voice. 
Geoff's manager said: ‘You're a big boy, I’m sure 
you can handle it yourself.’ 
Trina wanted to ask her manager for a pay rise. 
She felt that she had worked very hard and it was 
time that her manager acknowledged her efforts. 
Trina’s manager organised a time to meet and 
discuss the Issue. He listened to everything Trina 
had to say and then exploded, saying that Trina 
was lucky to get the pay she got and should be 
thankful she has a job in the current economic 
climate. 
Choose one of the scenarios from question 4 and 
conduct a role play demonstrating the appropriate 
way workplace level grievances should be handled. 





CHAPTER 6 


EXTEND YOUR KNOWLEDGE: Management skills in 


employee relations 





> KEY CONCEPT Learning to negotiate effectively is a skill that all managers 
should aim to refine, especially now that working conditions and pay are 
increasingly being negotiated at the enterprise or workplace level. 








Approaching negotiation from the 
right angle 


The importance of negotiation in 
employee relations 


If you’ve ever convinced someone to give you what you want, even though they 
may not have wanted to, you will have used your negotiation skills. Negotiation 
is a process where one party (such as a union), asks for something (for example, 
change to work hours) from another party (such as a manager). With the move 
towards a more decentralised employee relations system, the human resource man- 
ager and other managers increasingly have to negotiate with their employees. The 
employer and employee may negotiate on a range of issues, some of which might 
include: 

e benefits 

e date when employment is to commence 

e compliance with HR policies, such as equal employment opportunity policies 

e hours of work 

e standards of performance 

e termination procedures 

° overtime 

° pay 

e probationary periods. 


The negotiation process 


Effective managers will understand that negotiation is a process, such as the one 
shown in the figure below. The negotiator must understand not only what they 
want to achieve but how they want to achieve it. 


Effective negotiators 


Research suggests that the skills required to be an effective negotiator 

include: 

e Communication — listening and asking questions, providing infor- 

mation and demonstrating empathy. 

Planning — knowing that negotiator is a process and preparing and 

anticipating how a meeting might proceed puts the negotiator in a 

strong position. 

Trustworthiness — the negotiator must try to build trust and main- 

tain goodwill towards the person or persons they are negotiating 

with. 

Adaptability and flexibility — a willingness to listen to the opinions 

and ideas of others, change previously held views, and look for 

new approaches and solutions to help reach agreement. 

e Problem solving — creatively looking for the most effective ways to 
solve problems. In todays economic climate, some creative solu- 
tions are being negotiated to find deals that are right for both the 
employer and employee (such as the one in the following article). 
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Holden work-less plan may save jobs 





Holden and unions are considering a deal that could mean thousands of 
manufacturing staff work even less — possibly only a few days a week — in a bid to 
save jobs and skills in the industry. 

The negotiations have been praised by Industry Minister Kim Carr who told 
The Age that the co-operative approach should be used as an example across the 
economy. 

‘The model that General Motors (Holden) has followed in working with the 
AMWU (Australian Manufacturing Workers Union) is one that | think others can 
emulate,’ he said. 

‘The number one priority for workers now in terms of their negotiations is job 
security. Both companies and unions should approach this in a flexible manner.’ 

It is believed the discussions, which are yet to be completed, could result in staff 


working ‘rotating shorter weeks’, possibly of only a few days. e the goal WaS 
The reduced work would be on top of the high number of ‘non-production days in 

the industry already, with 10 days chopped out of Holden’s manufacturing schedule to have OS Many 

in April. On those days, workers are typically on halt-pay. people ds possible 
While a more co-operative environment exists at Holden, in other parts of | d | d 

manufacturing and the economy mistrust reigns as firms move to cut staff and hours. em D OYe at Ho en, 
At Foster's, industrial unrest threatens to spill over after the company outsourced 

maintenance work at the cost of 115 jobs, while at Robert Bosch the firm accused and OCcrOSS the 

unions of adding to job losses with their inflexibility. sector, by the end of 
Unions have also blamed companies including Pacific Brands for taking the ‘easier’ th 9 

option of laying off hundreds of staff while executives did not share the pain. e yeq . 


At Holden, the company is reportedly considering cutting the pay of its executives. 

Ford has already frozen the pay of white-collar middle and senior managers, 
spokeswoman Sinead McAlary said yesterday. 

AMWU's federal vehicle secretary, lan Jones, said ‘everything was on the table’ 
in the Holden talks and he expected the discussions to be completed within a few 
weeks. 

Mr Jones said the goal was to have as many people as possible employed at 
Holden, and across the sector, by the end of the year. 


Source: Extracts from B Schneiders 2009, in The Age, 6 March. l 


TEST your understanding a good day’s work. However, over the last two 
months he has had a lot of time off. His coworkers 


have had to make up the work that he has not 
completed and there have been several occasions 
when Mark has lost concentration on the job and 
has said that he feels ill and needs to go home. It’s 
getting to a point where the other workers are fed 
up and their employer feels he is paying a wage 
but no work is being done in return. 

6 Read the article ‘Holden work-less plan may save 
EXTEND at understanding jobs’ and answer the following questions: 
5 Read the following scenario. Role play the (a) Explain what is being negotiated between unions 


1 Why is being able to negotiate even more important 
considering we have moved to a more decentralised 
employee relations system? 

Define ‘negotiation’. 

To be an effective negotiator, what skills are important? 
Give four examples of the types of things that may be 
negotiated between an employer and an employee. 


negotiations that take place between management and Holden management so that workers can 

and the union regarding Mark's work. Remember keep their jobs and Holden can cut costs. 

to prepare well for your negotiation and know your (b) In today's tough economic climate, why is it 

objectives, strategies and tactics. important that both employees and employers 
Mark worked for a large supermarket chain, try to find practical and creative solutions when 
packing shelves. In the past, he could always be negotiating things such as wages and working 
relied on to turn up to work on time and put in conditions? 
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CHAPTER 6 review 





Summary 


Relationship to business objectives and business strategy 

e Employee relations deals with all the aspects of the relationship between employers and 
employees. 

e Employee effectiveness can be enhanced by ensuring that employment agreements are 
linked closely to the organisation's strategic objectives. 

e Changes in work practices and retraining of staff may be necessary inclusions in an 
employment agreement linked to achievement of business objectives and strategy. 
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Stakeholders in the employee relations process 

e Employers and employees are the major stakeholders in employee relations processes. 

e Unions, employer organisations, peak bodies and government are all key stakeholders 
that strongly influence the relationship between employers and employees. 


Historical background to employee relations in Australia 

e Throughout most of the last 100 years Australia has had a highly centralised employee 
relations system. 

e Legislative changes over the last 20 years have led to decentralisation of employee 
relations, although the nature and extent of this decentralisation has been the subject of 
considerable political debate. 


Decentralised and centralised approaches 

e A centralised system of employee relations is one in which central tribunals decide the 
wages and employment conditions of all employees. 

e A decentralised system is one in which direct negotiations occur between an individual 
employer and either individual employees, groups of employees or the representatives of 
those employees. 


Industry-wide Awards, collective agreements and individual agreements 

e Modernised Awards now provide only a safety net of minimum conditions. 

e Collective agreements are now the key instruments for employees to gain improved pay 
and conditions in return for improvements in productivity. 

e Individual agreements apply in only a minority of workplace situations, and must 
conform to Award standards. 


Role of HR managers under a decentralised approach 

e As human resource managers negotiate employment agreements they need to be aware 
of relevant Awards, ensure that all parties are kept informed, check that a completed 
agreement meets legislative requirements, and arrange lodgement with Fair Work Australia. 

e Implementation of employment agreements may involve regular monitoring, training of 
fellow managers and other employees, and dealing with any disputes that may arise. 


Management styles and skills in employee relations 

e Utilising a responsive and cooperative approach is likely to achieve greatest success in 
the performance of the human resource manager's role. 

e Successful employee relations depends on both the management style and management 
skills of all managers and supervisors in an organisation. 


Conflict in employee relations 

e Even with the most positive employee relations environment, conflict between employers 
and employees can still occur, leading to industrial action by either employees or employers. 

e Decentralisation of employee relations has led to a general decrease in the number of 
days lost to industrial disputation in Australia. 

e For industrial action to be protected, a number of legal requirements must be met prior 
to the action occurring. 


Resolution of conflict 

e There are a variety of avenues available for the resolution of conflict in the workplace. 

e The successful resolution of conflict will often depend on the management styles and 
skills of management, particularly human resource managers. 
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Review questions 
TEST your understanding 


1 Outline a step-by-step process for ensuring employee relations processes are linked to 
business objectives and strategy. 
2 How can management measure the success of their employee relations processes in 
assisting to support business strategy? 
3 Group the various stakeholders in employee relations according to whether they are 
part of the internal, operating or macro environment of an organisation. 
4 Give reasons for the likely decline in the influence of the peak employee and employer 
bodies in the future. 
5 Explain how federal government legislation since 1993 has transformed the employee 
relations system from a highly centralised to a more decentralised system. 
6 Explain the key differences in their approaches to enterprise bargaining between the 
two major political parties in 2006-07. 
7 Compare and contrast the centralised and decentralised systems of workplace relations. 
8 Outline the major advantages and disadvantages of both the centralised and 
decentralised employee relations systems. 
9 Explain how the Award modernisation process has changed the nature of industry- 
wide Awards. 
10 List and explain the 10 National Employment Standards. 
11 Give three examples of additional matters that can be included in workplace 
agreements. 
12 Under what circumstances might Fair Work Australia not approve an enterprise 
agreement? 
13 List and explain the key steps that should be followed by a human resource manager in 
the negotiation of an enterprise agreement. 
14 Outline the matters that must be considered by a human resource manager in 
implementing an enterprise agreement. 
15 Compare and contrast the impact on employee relations of an autocratic management 
style, a consultative management style and a participative management style. 
16 Identity the three most important management skills in developing a cooperative and 
responsive workplace and explain why each is so important. 
17 Explain the difference between protected industrial action and unprotected industrial 
action. 
18 In what ways can management style influence the methods selected to resolve 
industrial conflict? 
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APPLY your understanding 


19 Read the Gippsland Water case study and answer the questions that follow. 


Gippsland Water 





In the mid-1990s five small water authorities were amalgamated to create Gippsland 
Water. It was not a very happy marriage. There was very little communication 
between management and staff, and any decision was greeted with suspicion. When 
he took over as CEO in 1997, John Mitchell saw an urgent need for change. Staff 
turnover was running at 43 per cent — a sure sign of an unhealthy organisation. 
Within 18 months, the turnover had dropped to 1.7 per cent. A five-year strategic 
olan was developed with input from a cross-section of employees; there was better 
teamwork and opportunities for training, and new lines of communication across 
all levels of the organisation. Management, employees and the unions established 
an ongoing commitment to productivity improvement, with a genuine partnership 
approach in the negotiation of enterprise agreements. | RE > 
Source: Adapted from Business Victoria 2005, ‘Gippsland Water’, Gippsland Water employees benefit 
Workplace Excellence Awards fact sheet. from a partnership between 
management, employees and unions. 
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(a) What evidence is there that Gippsland Water has linked its employee relations 


objectives to its business strategy? 


(b) Describe the relationship that exists between three different stakeholders at 


Gippsland Water. 


(c) Identify two advantages of a decentralised employee relations system that have 
worked to the advantage of both employees and management at Gippsland Water. 
(d) How would you describe the employer brand of Gippsland Water? What evidence 


is there to support your opinion? 


(e) Which methods of conflict resolution would you expect to be most commonly used 


at Gippsland Water? Justify your choice. 


Exam questions 





are available in Microsoft 
Word format in your 
eBookPLUS. 


Question 1 (VCAA Business Management exam 2008, question 2) 


Country Foods is a food processing company with plants in Bendigo, Ballarat and Geelong. It is a major 
employer in these regional centres. Due to the severe drought in Victoria, Country Foods has made a business 
decision to close the Bendigo factory. The Human Resource Manager, Bob Spiteri, is responsible for 
implementing the closure in relation to staffing matters. The company’s CEO has contacted Bob Spiteri as he 
is concerned about possible industrial relations action that might impact on the company’s stakeholders. 
a. Define employee relations and discuss the role of the human resource manager in this area. 

4 marks 


Question 2 (VCAA Business Management exam 2006, question 4) 


NURSING STAFF CLAIM WAGES SITUATION TERMINAL 
Newton Morning Express — 20 October 2006 


Nursing staff at Newton Hospital are upset that their pay and conditions of employment have fallen 
considerably behind their colleagues at other hospitals and also the international benchmark. They 
are concerned that the vision of the hospital, to provide quality service, will be undermined 1f this 


situation is not corrected. The nurses are considering industrial action to persuade management to 
improve their pay and working conditions. Currently, the nurses are under the Victorian Nursing 
Award. They have requested that management negotiate an enterprise agreement, with equal 
representation of management and employees in the enterprise bargaining process. However, HR 
Management has informed the employees that they will retain the Award system and that, in fact, 
their pay and conditions are well above the national average. 





a. Compare and contrast the decentralised and centralised systems of workplace relations. 
4 marks 
c. Identify and explain an appropriate management style that could be used in implementing 


enterprise bargaining within this workplace. 
3 marks 


School-assessed coursework 


OUTCOME 1 
Analyse and evaluate practices and processes related to human resource 
management. 
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Marks allocated: 20 marks (the marks for each question are indicated at the end of each 


Conditions: closed book (no notes or textbooks may be used when completing this 





Read the case study and answer the questions that follow. 


Impending strike action 





Members of the Manufacturing Workers Union employed at Supa Dupa Foods Ltd 
yesterday voted to take strike action if they have received no response to their log of 
claims for a new enterprise agreement by Friday of this week. 

A union spokesman claimed that although an offer had been received from the 
company in June, company representatives had not been prepared to enter into 
negotiations to develop a new agreement, and the current agreement was due to 
expire at the end of this month. 

‘The company’s offer is completely unacceptable to our members employed at the 
Dandenong factory,’ the spokesman said. ‘They have only offered a 2 per cent pay 
rise for each of the next three years, and have not responded to our superannuation 
claims.’ 

The union spokesman went on to claim that the workforce had achieved 
productivity gains of over 6 per cent per year over the last two years, and that the 
company had made record profits over the last three years. 

It is understood that the union Is seeking a 5 per cent pay rise per year over 
the next three years and an increase of employer contributions to the employees’ 
Superannuation trom 9 per cent to 12 per cent. 

Mr James Moore, HR Manager for Supa Dupa Foods, described the union's claim as 
excessive. He claimed that the company could not afford to meet the union demands. 

Spokespeople for both Coles and Woolworths last night expressed concern at the 
possible impact of the proposed industrial action on the supply of a variety of food 
lines to their supermarkets. 


1 Which type of industrial dispute is occurring at Supa Dupa Foods? 1 mark 


2 Outline two matters, other than those mentioned above in the Supa Dupa 
Foods dispute, which are permitted to be included in an enterprise 
agreement. 2 marks 


3 What must the union do to ensure that any strike action taken by the 
workers at Supa Dupa Foods is protected action? 2 marks 


4 Identify and explain two possible means of resolving the dispute that have 
not yet been used by the parties. 2 marks 


5 Describe two advantages of a decentralised industrial relations system, and 
give examples. 3 marks 


6 Describe two disadvantages of a decentralised industrial relations system that 
are particularly relevant to this disoute and explain why each of these 
disadvantages is relevant in this case. 3 marks 


7 Ifthe parties cannot reach agreement, name the organisation that could 
become involved, and explain the processes that organisation could use to 
arrive at a resolution. 3 marks 


8 Assuming a level of trust could be established, identify and explain a 
step-by-step process the human resource manager could use to negotiate 
a new enterprise agreement. 4 marks 
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CHAPTER 7 


The management of change 





WHY IT IS IMPORTANT 


It is difficult to imagine what people will be wearing in the near future because the world of fashion is 
constantly changing. So too is the world of business. Large-scale organisations only survive in today’s 
highly unpredictable business environment if they effectively manage change. Those who ride the 
crest of the wave of change will profit from it. Those who resist change will be left behind in its wake. 
When you learn about the management of change in this chapter you'll be studying how change 

can be managed effectively and you'll evaluate various strategies used by organisations when 
implementing a change process. 


WHAT YOU WILL LEARN 
KEY KNOWLEDGE 
Use each of the points below from the Business Management study design as a heading in your summary notes. 


Ethical and socially responsible The concept of organisational change 
management of change 


The possible impact of change 
on the internal environment of 
large-scale organisations, including 
the functional areas of operations 
and human resources 


The dynamic nature of the internal 
and external (operating and macro) 
environments as sources of change 


Driving and restraining forces 
À for change in large-scale 
organisations, including 


management, employees, 
time, competitors, low 

productivity, organisational 
inertia, legislation, cost 


The role of leadership 
in change management 





The process of effective 
change management in the 
context of a significant Issue 
A range of strategies for effective Key principles of the Kotter 
change management, including theory of change management 
low-risk practices and high-risk practices 


KEY SKILLS 


These are the skills you need to demonstrate. Can you demonstrate these skills? 

e accurately use relevant management terms 

e research related aspects of change management using print and online sources 

e analyse business literature, information and data 

e use management theory to evaluate different strategies to manage change 

e apply change management knowledge and concepts to practical and/or simulated representations 
e analyse and evaluate effective change management in the context of the selected significant issue. 





© Billabong has 
always... responded 
positively to the 
challenge of change.’ 





TA The concept of organisational change 








KEY CONCEPT Organisations must constantly change in order to survive in 
today’s volatile business environment. 
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In Australia, over the past decade, there has been extensive and unprecedented change 
in the organisational environment. In response to these changes, organisations have 
had to modify their corporate cultures, implement new organisational structures, 
recruit employees with new skills or develop different work practices. 
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DID YOU KNOW? OC 
‘Nothing is permanent but 
change.’ 

Heractus, Greek philosopher (c. 500 BC) 


The prevailing attitude in organisations today can be summed up as follows: ‘There 
is only one constant in life and that is change’. Responding positively to these changes 
is often a recipe for long-term survival, because well-managed changes can become 
the foundation for future growth and success, as the following case study shows. 





In 2005 MicroForte Technologies, an Australian manufacturer 
of specialised computer hardware, was facing increasing 
competition from cheap imports. Ultimately, the organisation 
was faced with two choices — scale back production and 
reduce the size of the business, or invest in new technology 
and training programs to improve productivity in order to 
reduce production costs. After much planning and evaluating of 
options, the organisation decided on the latter course of action. 
MicroForte Technologies’ management created a more 
responsive organisation by working directly with frontline 
employees rather than through layers of management. 
Russell McCulloch, Strategic Business Manager, had to create conditions and 





6 Past experience structures within the organisation so that the necessary changes were perceived as 
an opportunity and not as a threat. Past experience had shown that people will resist 
had shown that poorly implemented changes. 

: : He put in place a number of change management teams, encouraged people 
people will resist to apply knowledge in new ways, involved all employees in some decision-making 
poorly implemented processes and communicated the reason for the changes. To some extent, the 

9 changes were stressful and there was some initial resistance from frontline managers 
changes. and employees. However, over time, MicroForte Technologies increased its market 


Share by 12 per cent, productivity improved by 15 per cent and production costs 
went down by 10 per cent. 





Managing change 


All organisations face change. Some changes are forced on an organisation, while 
others are carefully planned. The ability to manage and, in many cases, embrace 
and adapt to change will increasingly determine an organisation’ competitive 
advantage and survival. Successful managers are the ones who anticipate and adjust 
to changing circumstances rather than being passively swept along or, worse still, 


being caught unprepared. Such people are | 


2 rather than react 
To be constructive, changes must occur at a pace at which they can be absorbed by, To be proacti 
and integrated into, the organisation. Also, all changes should be evaluated thoroughly 
to assess their overall impact. Poorly managed changes normally result in employee 
resistance, tension, anxiety, lost productivity and ultimately, unmet objectives. 


is to initiate change 
rather than simply to react to events. 


To be reactive is to wait for a change 
to occur and then respond to it. 


While change may be the most daunting challenge confronting management, 
the rewards are great for those who are prepared to accept the challenge. 

















What is meant by the term ‘organisational change’? 
Explain the meaning of the phrase: ‘There Is only 
one constant in life and that is change’. 

Explain the difference between proactive and 

reactive management. 

What Is the consequence of poorly managed 

changes? 

Read the case study on page 246 and then answer 

the following questions. 

(a) Why can change be difficult to manage? 

(b) What advantages can be gained by 
implementing well-managed change? 

(c) Identify the conditions and structures that Russell 
McCulloch put in place so the changes would be 
perceived as an opportunity. 

(d) How were the changes received initially? How 
did this change over time? What was the reason 
for this? 





Plasmould Industries Limited produces a range of rigid 
and soft plastic cases for CDs, video games and DVDs. 
Competition from a variety of sources means that 

the organisation is subject to frequent ‘squeezing’ of 

prices and profit margins. As well, with the increase 

in downloads of music and movies via personal 

computers, demand for plastic cases may decrease. 

(a) Predict the likely impact on Plasmould Industries 
of such changes. 

(b) What threats and opportunities may arise trom 
these changes? 

(c) In small groups, establish a management ‘think- 
tank’. Brainstorm ways management could 
respond to these changes. Pool your ideas with 
those of the rest of the class and discuss the 
difficulties associated with organisational change. 

Change is a continuous process, not an event. Provide 

an example from your own experience to illustrate the 

continuous cycle of change. 
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7 The dynamic nature of the internal and external 
@ 


(operating) environments as a source of change 





=m KEY CONCEPT Source of change refers to where the change comes from, which 
includes changes from both the internal and external (operating) environments. 





Organisational change and 
motivation 

A local bookstore faces tough 
competition from a mass-market 
competitor. 


Searchlight ID: eles-0149 





Customers can now scan, bag and pay 
for their groceries because self-serve 
checkouts have been introduced. 


Forces for change 


It is said that if you stop moving, you die. The same applies to organisations. They 
must keep changing and adapting to the never-ending pressure for change. But 
how do organisations know when they should change? What indications should an 
organisation look for? Although there are no clear-cut answers to these questions, 
the ‘indications’ that signal the need for change are found by examining the forces 
for change in both the internal and external environments. 


Poor financial performance 

Poor financial performance is a powerful driving force for change. For example, 
when Wesfarmers Limited took over the poorly performing Coles in 2007, it 
immediately implemented a five-year recovery process. It updated the image of 


Coles supermarkets, rebuilt the supply chain and improved the freshness of its 
produce. 


Crisis 

All organisations sometimes face a crisis. 
Responding to such unplanned changes will 
require responsive decision making from man- 


agement in order to reduce the disruption to the 
organisation. 


Innovation 


Internal changes often come from the desire 
to develop new and improved ways of doing 
things. For example, the ‘checkout nightmare’ 
at supermarkets is a waste of time and effort as 
far as customers are concerned. Consequently, 
Woolworths has introduced self-serve checkouts 
where shoppers scan their own purchases. 


Corporate culture 


A strong corporate culture is the key to human- 
ising the workplace. It acts as a guide by which 
employees may judge what the organisation 
wants from them. This in turn makes people feel 
better about their work and gives them a sense of 
belonging. An organisation is more likely to be 
successful if it has a strong, well-defined culture. 


Policies 


Internal change comes about as new policies are developed and implemented. 
For example, Myer was able to retain valuable employees when it introduced a 
policy of six weeks paid maternity leave for staff who had worked a minimum of 
18 months. 





Operating environment 
as a source of change 
Customers 


Customers are the lifeblood of any organ- 
isation. Consequently, an organisation must 
always adopt a customer focus. To ensure its 
future profitability, an organisation needs to be 
very responsive to changes in customer tastes 
and preferences so it can constantly satisfy the 
customers’ needs. 


Customer focus refers to an 
organisational goal to concentrate on 
Satisfying customers’ needs at all levels 
of the organisation. 





Competitors 


Organisations need to monitor the activities 
of their competition and determine what 
effect they may be having in the marketplace. 
Knowledge of such changes enables an organisation to make modi- 
fications to its existing business activities and to plan new ones. 


Suppliers 
Organisations should constantly be on the lookout for new or backup 

suppliers, even when their needs are being met by their present sup- ‘Y= 
pliers. This makes them less vulnerable to supply difficulties. SS Dewy = E 





Emen ma 


Interest groups 


Some groups seek to directly influence the behaviour of organisations. Trade 
unions, for example, can bring about change in an organisation, especially in regard 
to wages and working conditions. Consumer and conservation action groups may 
attempt to modify an organisations behaviour with regard to its products, marketing 


There is intense competition within 
the automobile industry. 






techniques and operational procedures. 


TEST your understanding 


1 Distinguish between internal and external 
organisational environments. 
2 Briefly outline how each of the following can be a 
driving force for change: 
(a) poor financial performance 
(b) innovation. 
Why is a positive corporate culture important, 
especially when new work methods are being 
introduced? 
What are the likely consequences for an organisation 
when there is a change in consumer tastes? 
Determine whether the following statements are 
true or false. 
Organisations need to be responsive to changes 
in customer tastes. 
Competitors’ actions do not need to be monitored. 
It is wise for an organisation to have new or 
backup suppliers. 
Interest group actions can influence an 
organisation's marketing or operational methods. 





APPLY your understanding 


6 In pairs, write a human resource management policy 
which is designed to improve morale, teamwork 
and productivity. Use the following headings as 
guidelines for your policy: 

e recruitment, induction and training 

e performance management and improvement. 

Bartlett Precision Engineering, a large manufacturing 

organisation, surveys clients each year about 50 

different performance criteria. Managers and work 

teams that improve their customer-satisfaction 

scores are rewarded with a bonus. 

(a) Identify the advantages to both Bartlett Precision 
Engineering and its customers of this strategy. 

(b) Do you consider the reward of a bonus as an 
effective driving force for change? Give reasons 
for your answer. 
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7 The dynamic nature of the external (macro) environment 
@ 


as a source of change 








KEY CONCEPT Every aspect of the external (macro) environment can result in 
changes to an organisation's activities. 


The macro environment 


The factors that make up the macro environment are continually undergoing change 
and an organisation must keep ‘in tune’ with changes and adapt its processes 
accordingly. 


Economic forces 
Aea a ao The Australian economy experiences a cycle of booms’ and ‘busts’. After a period of 


the level of economic activity prosperity, business activity gradually slows down until a recession or depression 
resulting in reduced spending, rising is reached. Eventually, business picks up again until prosperity is restored. This 
unemployment and a slow rate of completes the cycle. 


economic growth. 


September 2008 financial crisis 





In September 2008 there was a massive loss of confidence in the US financial 
system. It was caused by the substantial increase in the number of US homeowners 
defaulting on their mortgage payments. 


© Like a house of cards, the system quickly started to collapse as the loan defaults 
In ihe space of q spread throughout the entire US financial system. The long-established US global 
few days hundreds investment bank, Lehman Brothers’, collapsed, filing the largest bankruptcy i 
I in American history. The US government was forced to step in and provide v 
of billions of dollars approximately US$700 billion (A$845 billion) to prop up other | 











in value had been failing financial institutions. In the space of a few 


days hundreds of billions of dollars in 


wiped off the New value had been wiped off the 
York Stock Exchange.” [in 


Exchange. 


PIE 


Wall Street, New York, 
the financial centre of 
the United States 







The repercussions of this financial meltdown sent shockwaves 
throughout the world’s financial systems and stock markets. What started as a 
financial disaster quickly developed into an economic crisis. Economies around the 
world slipped into recession. The financial crisis added another layer of uncertainty 
tor organisations and would result in deep and long-lasting changes. 


Political and legal forces 


Whenever new laws are passed, organisations must comply with the new legislative 
requirements. For example, organisations had to alter their unfair dismissal prac- 
tices in response to the new industrial relations laws implemented by the Rudd 
Labor Government in 2009. 
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Technological forces 


An organisation that wants to be locally, 
nationally or globally competitive must 
adopt the appropriate technology. If it is 
slow to exploit technology, an organisation 
is likely to fail — its competitors will strive 
to capture greater market share and develop 
a sustainable competitive advantage. 


Global forces 


Australian organisations operate on the world 
market. This process has been strengthened 
by globalisation — a trend that sees people, 
goods, money and ideas moving around 
the world faster and more cheaply than 
previously. 


Geographic forces 


Australia’s geographic location within the Asia-Pacific 
region has created challenging opportunities for Aus- 
tralian organisations to expand. Exporting to these 


ee te ee 


There is growing 
pressure on 
organisations 

to implement 

procedures 

to preserve 

and protect 

the natural 

environment 
before it is too 
late. 


markets requires organisations to develop strategies to manage overseas transpor- 


tation, currency fluctuations and a diversified customer base. 


Social forces 


Organisations are constantly confronted by changes in society’s attitudes and values. 


An emissions trading scheme 
regulates the buying and selling of 
permits to emit greenhouse gases. 

A permit allows emissions up to a 
prescribed cap or limit. Large emitters 


For example, organisations are coming under more pressure to implement eco- either choose to buy extra permits 
logically sustainable practices. Additionally, the Rudd Labor Government’ Carbon Or invest in technologies that contro! 


Pollution Reduction Scheme, which is an emissions trading scheme aimed at 
reducing Australia’s greenhouse gas emissions, has put climate change firmly on 


the agenda of all organisations. 


TEST your understanding 
1 Copy and complete the following table. 


Type of Impact on 
Example of force LOLKE- organisation 


New laws passed 
to protect young 
workers 


Computerisation of 
sales data 


Consumer spending 
declines 


New export market 
identified 


Protection of the 
natural environment 


Globalisation 





emissions. If limits are exceeded, 
penalties are imposed. 


Read the case study on page 250 and then answer the 

following questions: 

(a) Outline the cause of the 2008 financial and 
economic crisis. 

(b) What was the impact of this crisis on the world 
economy? 

(c) What is the likely impact of a recession on retail 
organisations? 

Why is technology so crucial in terms of organisational 

success and failure? 

What has been the impact of globalisation? 

(a) What is the aim of an emissions trading scheme? 

(b) What is the likely impact of an emissions trading 
scheme on an organisation’s operations function? 


APPLY your understanding 


6 Discuss the advantages and disadvantages of 
accelerating technology on an organisation’s operations. 
‘An organisation must always be aware of the 
changing nature of consumer tastes, fashion and 
culture.’ What does this mean? 
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74a Driving and restraining forces for change in 


large-scale organisations 





> KEY CONCEPT At the same time as managers are undertaking change for the 
best of reasons, there will be restraining forces working against the change, 


creating resistance. 


Force-field analysis outlines the 
process of determining which forces 
drive and which resist a proposed 
change. 


Driving forces are those forces that 
support the change. 


Restraining forces are those forces 
that work against the change. 


The forces that make 
up the organisational 
change ‘force field’ 


Driving and restraining forces 


Psychologist Kurt Lewin developed a useful model for understanding the change 
process. Known as force-field analysis, the model describes how you can deter- 
mine which forces drive and which resist a proposed change. 

Driving forces are those forces that initiate, encourage and support the change. 
The main driving forces for organisational change are changes in the internal and 
external environments, as outlined in sections 7.2 and 7.3. Restraining forces are 
those that work against the change, creating resistance. The current conditions, or 
status quo, result from these two forces ‘pulling’ in opposite directions. Managers 
who are trying to implement a change must conduct a force-field analysis to identify 
and balance the driving and restraining forces. For example, when MicroForte 
Technologies introduced changes to its operations in response to increasing 
competition from cheap imports, some employees were initially reluctant to adopt 
the teamwork approach and four employees resigned as a consequence. They 
found it difficult to accept the higher level of accountability and responsibility the 
restructure called for. However, other employees responded positively and were 
instrumental in driving the change process. They liked the autonomy they were 
given and enjoyed the supportive nature of work teams. 





Driving forces <—¢—_______, Equilibrium —— p Restraining forces 
(status quo) 


(forces for change) 


(forces resisting 
change) 


Reasons for resistance to change 


Just as individuals become accustomed to doing certain things and doing them in 
certain ways, so too do organisations. As a result, sometimes both organisations 
and their employees resist change vigorously. 


Management 


Some managers may make hasty decisions which are poorly timed and unclear. 
Other managers may be indecisive and put off making a decision, creating uncer- 
tainty. Whichever of these circumstances applies, eventually employees will lose 
confidence in the decision-making abilities of management. 
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Changes that threaten to eliminate 
jobs usually face strong resistance. For 
example, most organisational restruc- 
turing involves the elimination of some 
middle management positions. Con- 
sequently, middle managers may resist 
restructuring. For example, the pack- 
aging company Amcor was forced to 
cut some management positions when it 
combined the organisation’s Australasia 
office with their global headquarters in 
the Melbourne suburb of Hawthorn. 


Employees 


Employees may become fearful of 
changes if such changes threaten their 
job status or security. They will, there- 
fore, resist or disapprove of new pro- 
cesses because they feel the result will 
be forced redundancies and loss of con- 
trol or power. 


Employees may also resist change because they are worried 
adapt to the new procedures which threaten established work 


made worse if training is not provided. 


Time 

In some circumstances, not enough time 
is allowed for people to think about the 
change, accept it, and implement it. In 
other situations, the timing is poor. An 
organisation may invest years and mil- 
lions of dollars in a change, only to find 
the external environment has changed 
so much that the plan devised for suc- 
cess is no longer applicable. 


Competitors 


When a competitor dominates the 
marketplace, other organisations may 
be reluctant to initiate major changes 
because they fear it will be a waste of time 
and resources. They prefer instead to be 
content with their existing market share 
and operational procedures. They per- 
ceive the barriers to change and compe- 
tition are too high. 


Low productivity 





E 


that they cannot 
routines. This is 





When a change is implemented it will usually cause some disruption to the existing 
operating systems and work patterns. For example, whenever employees are pro- 
moted or reassigned, cultural and group dynamics are disrupted. The introduc- 
tion of a major change, such as a merger or acquisition, may result in a complete 










Organisational restructuring 
often results in the elimination 
of middle management 
positions. 


Employees are made redundant when 
their skills are no longer required by the 
organisation. 





DID YOU KNOW? 3° 


Ironically, some people 
enthusiastically support the 
changes in public, but then 
ignore the changes in private. 
Management consultant Michael 
Hammer calls this deadly form of 
resistance the ‘Kiss of Yes’, 


Poor timing, or lack of time, 
will result in undue resistance 
to change. 


f ~ 
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7.4 Driving and restraining forces for change in large-scale organisations 





Organisational inertia refers to 
an unenthusiastic response from 
management to proposed change. 


An employee is unlikely to support changes A 
that are perceived as requiring him or her i 
to work longer, with more pressure. Inertia 


sets in! 


DID YOU KNOW? 


In 2008, IBM conducted the 
‘Making change work’ study, which 
revealed that about 60 per cent of 
business change programs failed 
to achieve their objectives fully. 
The study showed that the most 
common objectives for change 
programs were cost reduction, 
higher customer satisfaction 

and increasing revenue. The 

main reasons for success were 
senior management sponsorship, 
employee involvement and honest 
and timely communication. The 
main obstacles to implementing 
change centred on people's 
mindsets and attitudes, and 


corporate culture. 
O: 
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breakdown of the existing corporate culture. This can create a feeling of mistrust 
and suspicion among the employees. As a result productivity may decrease, even if 
only in the short term. The fear of a reduction in productivity is why some organ- 
isations are hesitant to embrace change. 

Change can have a major impact on people. The loss of security, feelings of lack 
of control, fear of the unknown, and uncertainty about the future can lead rapidly 
to low morale and in turn low productivity. The situation is made even worse if 
there is poor leadership and management during times of change. 


Organisational inertia 


Organisational inertia refers to manage- 
ment’s inactivity or lack of response when 
faced with proposed changes. Some man- 
agers resist change because it requires 
moving outside and away from their ‘com- 
fort zones’. Many employees and man- 
agers of the typical organisation desire a 
safe and predictable status quo. Such an 
attitude is summed up in the phrase, ‘But 
we don't do things that way here’. 
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Legislation 


The past 20 years have seen significant 
changes in the legal framework within 
which Australian organisations must 
work. Legislation must be complied with, 
and it can act as a restraining force. This 
occurs when the legislation places restric- 
tions on certain operational practices 
and procedures. For example, a mining 
company wanting to exploit a new min- 
eral resource will have to do so within 
the limitations of current environmental 
protection legislation. 


Cost 


A major reason for resistance to change is the financial cost of its implementation. 
Even given sufficient finances, an organisation contemplating change must weigh 
up the costs and benefits of the change. Well-informed, calculated decisions to pro- 
ceed will minimise the risk and enhance the long-term viability of the change. The 
main financial costs of change include: 

1 Purchasing new equipment. The purchase cost of new technology, buildings or 
equipment can be considerable. David Jones, for example, recently upgraded 
its network of stores and spent $275 million to increase its floor space by over 
20 per cent. 

2 Redundancy payments. Employees who lose their jobs as a result of the changes 
are entitled to financial compensation in the form of a redundancy payment. 

3 Retraining the workforce. As new technology is introduced, employees must be 
retrained. MicroForte Technologies, for example, allocates 7 per cent of its yearly 
budget to staff retraining. 

4 Reorganising plant layout. When new equipment is installed, the layout of the 
plant may require reorganisation to improve efficiency and productivity. 


Managing people and change 
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Some changes require 
a considerable amount 
of time and money. If 
those resources are not 
available, the change 
will be doomed from 
the beginning. 





TEST your understanding APPLY your understanding 

1 Distinguish between ‘driving’ and ‘restraining’ 9 Assume you are the human resource manager for 
forces. a large financial organisation. You have been asked 

2 Explain force-field analysis. by the board of directors to prepare a report on 

3 Complete the sentences below by choosing the the three main reasons why staff may resist the 
correct term from the following list: proposed change. Present your findings as either a 
cost turbulent resistance strategies written or an oral report. 
common effectively analysing security 10 Conduct a force-field analysis for changing the 
fear routines managers inertia commencement time for your school from 9 am to 


7 am. 

11 Based on the information trom this section, 
explain why there was so much resistance among 
bank tellers when they were first required to use 


When change Is too rapid, or when managers and 
employees feel they have no control over it, then 
to the change Is to be expected. 


Resistance to change Is ______——s among 
employees and organisations. The resistance needs computers to process customer transactions. 
to be managed _______. Managers can fail to 12 Suppose, as a manager, you were required by a 
achieve change by not________the situation senior manager to implement a change that you 
properly. Employees may resist change because personally opposed. What would you do? 
ofthe of the unknown: possible 13 Evaluate the accuracy of the following quotes 
threat to job status or ____——_; disruption el change: . | . 
to established work ________. Organisational (a) ‘Change for change’s sake Is not progress. 
and financial are (b) ‘Change is lite. Life is change.’ 


(c) ‘Change what you can change. Accept what 
you cannot change.’ 

14 Select a major change tn your life, such as moving 
house, changing schools or starting a new casual 
job, and complete the following: 

(a) Reflect on the reasons you liked or disliked the 
change. Share your thoughts with other class 
members. 


two main restraining forces. Rapid, complex and 
change is now commonplace in 

most Australian organisations. sd for 

overcoming resistance need to be developed by 


4 Prepare a brief report outlining the main financial 
costs responsible for some organisations resisting 


change. 

5 What types of resistance to change have you (b) List the reasons that were common among the 
observed recently? How could they have been TORP: 
avercornie? (c) What does this tell you about the best strategy 


that a manager could use to help overcome 
resistance to change? 
15 Which restraining force for change do you think is: 
(a) the most common 
(b) the most difficult for management to deal 
with? 
Give reasons for your answers. 


6 Briefly explain how the following can be a 
restraining force: 

e lack of time 

e poor timing. 

Provide an example of ‘organisational inertia’. 
When the new chief executive officer for Bradley 
Southport Limited attempted to make some major 
changes, she encountered resistance among some 
senior level managers. Explain why these managers 
might have resisted the changes. 


CN 
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7.5 The Kotter theory of change management 








KEY CONCEPT Management researcher John Kotter developed an eight-step 


model of the change management process. 


The change management process Is 
the sequence of steps that a manager 
would follow for the successful 
implementation and adoption of 
change. 


A facilitator is someone who helps 
people achieve an objective by 
providing unobtrusive assistance. 


DID YOU KNOW? 38° 


Coordinating and analysing all 
information and observations 
using a ‘strengths, weaknesses, 
opportunities and threats’ 
framework (SWOT analysis) can be 
a particularly useful and powerful 
planning aid. 


DID YOU KNOW? S! 


‘Change for change’s sake is 
counterproductive. Successful 
change occurs when there 

is a clearly defined and well- 
communicated reason for change. 


Anthony Preston, General Manager, Zenith 
Agribusiness 
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Management researcher John Kotter maintains that the change management 
process consists of the following eight steps. 


Examine the current market opportunities and threats and analyse the organisation’s 
competitive position. This will highlight impending crises or potential opportunities. 
People are more willing to embrace change when they see it as a response to an 
existing or future problem or possibility. 


Establish a team of people to act as facilitators. They should have the relevant 
authority, recognition and respect within the organisation. 


Provide employees with a clear, shared sense of direction that will allow them to 
achieve a common objective. Without a vision, there can be no cooperation and 
commitment, which makes adopting change almost impossible. 


Share the vision with all those the change will affect. Use a wide variety of 
communication channels to make sure the message Is transmitted to as many 
audiences as possible. Regardless of the form of communication used, the 
groundwork must be laid and the advantages of the change explained before people 
will go along with the change. Communicating the vision builds cohesion between 
employees and helps dispel tear of the unknown (a common cause for resistance to 
change). 


Recognise that personal involvement through participation tends to defuse both 
rational and irrational fears about change. People who have the opportunity to be 
actively involved in the change process generally develop a sense of ownership. 
Training and development may be necessary if new skills and competencies are 
required. 


Recognise that most employees want to feel that their contributions have been worth 
the effort and are recognised and appreciated. Recognition and reward should be 
given throughout the change process to encourage further risk taking and reinforce 
the positive aspects of embracing change. 


As the change process proceeds, 
assemble the benefits attained into the 
organisation's operating procedures and 
systems. Modify existing policies and 
procedures that no longer match the 
changed systems. As this is accomplished, 
the new structure becomes a solid base 
upon which to produce still more change 


— the process of continuous improvement. 
B P Professor John Kotter 


As the final stage in the change process, 
make a clear statement to show the 
connections between the new procedures 
and the success of the organisation. This 
closes the loop of the change process and 
provides a positive experience from which 
further changes can be initiated. 


TEST your understanding 


1 


2 


3 


Complete the following table, which provides a summary of Kotter's eight-step model. The first entry has been 
completed for you. 


Step descriptor Summary of main points 


1 Establish a sense of necessity. e Examine the market opportunities and threats. 
e Analyse a competitive position. 
e Identify the problem or possibility. 


2 Form a guiding group. 

3 Create a vision. 

4 Communicate the vision. 

5 Empower people to fulfil the vision. 
6 Recognise and reward achievements. 
7 Consolidate improvements. 


8 Institutionalise the changes. 





How does an understanding of this model assist a manager who wants to introduce changes into the 
organisation? 

Develop a list of key words or letters to enable you to remember Kotter’s eight steps. For example: Necessity 
guides vision, communication empowers rewards, improves institutionalisation. 


APPLY your understanding 


4 


Suppose recent changes to the occupational health and safety legislation require your organisation to 
implement new safety procedures. You know that some of your employees are going to regard some of these 
changes as ridiculous. What might you do to get the employees to accept the changes? 

Assume you have been appointed managing director of an engineering business that is facing increased 
competition from products made overseas and, therefore, needs to improve productivity. Devise a plan for 
overcoming employee resistance to the changes that are necessary to increase production. 
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7.6 Tactics for effective change management 





> KEY CONCEPT Resistance to change can be overcome by using either 
low-risk or high-risk strategies. 


Managing change effectively — 
low risk 


Organisations often fail to manage change well. Their record tends to be poor 
because, in the upheaval of a restructuring process, employees — the most crucial 
group of all — are often neglected. As well, existing communication channels often 
break down in the highly emotional climate that surrounds a change program. 

A great deal of research has been conducted on the most appropriate methods to 
reduce resistance to change. The majority of this research indicates that the environ- 
ment created by the manager or supervisor can greatly affect employee acceptance, 
regardless of where or how a change originates. The figure below outlines several 
strategies for creating a positive, low-risk environment for change. 


STRATEGIES FOR REDUCING 


RESISTANCE TO CHANGE 





Low-risk strategies for reducing 
resistance to change 


Identifying the need for change 


An effective manager should always be scanning the environment, attempting to 
understand factors that will have an impact on the organisation. In this way, he or 
she may better identify current trends and predict future changes. Achieving such a 
vision requires a holistic view of the outside world, and an awareness of the poten- 
tial impact on the organisation of a variety of factors. Anticipating these factors cor- 
rectly will be of great assistance to a manager in identifying the need for change. 


Setting achievable objectives 


If changes are detected in an organisation’s external environment that may have a 
major impact on its activities, the organisations management may have to reassess 
the organisational objectives. However, for change to be managed effectively, any 
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new objectives must be achievable. This means the objectives must be attainable 
and realistic. Unachievable objectives will only cause cynicism among employees 
and damage relationships between employees and supervisors. On the other hand, 
achievable objectives, devised after consultation with employees and communi- 
cated clearly by management, have a much greater chance of being realised. 


Adopting changes to work procedures or organisational structures requires a degree 
of risk taking by the participants. For employees and managers to be prepared to 
take such risks, the business culture needs to be supportive. One method to assist 
in this process is for the organisation to identify individuals who could act as sup- 
portive change agents. Such people fulfil a crucial role in helping to establish a 
positive and supportive workplace culture. Change agents may include members of 
the management team, employees of the business or outside consultants. 

Effective teams have open communication channels that assist in the transfer of 
information; they also develop a strong sense of identity between team members 
and offer a supportive environment that reduces fear of change. When teams work 
well, staff turnover and absenteeism decline, change is more readily accommodated 
and productivity tends to rise. 


What is a team? 


In 1972 a group of rugby players, their friends and families left on a flight for Chile 
trom Uruguay. The plane crashed into the snow-covered mountainside, killing 13 of 
the 45 passengers on board the aircraft. The outside world thought that all 45 people 
on board had disappeared. 

Without any provisions, some of those left alive resorted to devouring the dead. 
Those who refused to eat the human flesh died of'starvation. After 70 days in the 
mountains, 16 survivors were rescued and taken home. In the most gruesome 
manner, a group of people banded together as a team with a singular goal of 
Survival. 

What makes a team when there is no sense of threat? Teams will form around 
a common goal that provides them, individually and collectively, with a challenge 
that they take responsibility for and that can give them increased self-esteem. 

For example, assume your goal is to increase repeat business from 10 per cent of 
turnover to 15 per cent of turnover in six months, as you know the selling cost to 
repeat customers is one-tenth the selling cost to new customers, and the margin on 
repeat customers is 25 per cent higher as they require fewer discounts. To have a 
higher probability of success, this clear simple goal needs to connect with all staff so 
that they are motivated to achieve it. 

The goals should tell a story of the increased customer satisfaction that drives 
increased repeat sales, of the easier selling process with repeat customers, 
the reduced need to deal with customer complaints, the increased security of 
employment, the increased ability tor the organisation to grow and employ more 
people, the increased opportunities for promotion and more responsibility in a 
growing organisation, and the increased ability of the organisation to contribute to 
the local community and indirectly help the families who have people working in the 
company. 

Explained this way, each single contribution to delivering the goal is seen as doing 
much more than reaching a corporate goal. Contributing as a team has a multiplier 
effect. The whole becomes clearly more than the sum of the parts. 


Source: Extracts from ‘What is a team’, www.changefactory.com.au. 
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‘Employees who are not informed 
about why changes are necessary 
will ultimately resist such changes’, 
says Hannah Russell, a change 
management consultant. ‘When 
they do not get the information 
they need, they turn to the rumour 


mill with all its inaccuracies.’ 
QQ —™ 


A change agent Is a person or 
group of people who act as catalysts, 
assuming responsibility for managing 
the change process. 









Teamwork encourages a supportive 
environment which lowers resistance 
to change. 


e A team will form 
around a common 
goal.’ 
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7.6 Tactics for effective change management 





Manipulation is the skilful or devious 
exertion of influence over someone to 
get them to do what you want. 


The danger with manipulation is 
that this strategy can backfire if the 
person recognises what is being done 
and feels used. 


Cooptation involves the selection 

of an influential person among the 
potential resistors to be involved in the 
development and implementation of 
the change process. 
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Managing change effectively — 
high risk 


The range of tactics examined so far relies on communication, involvement, support 
and negotiation — low-risk tactics. At the other end of the spectrum are some 
high-risk tactics. They are considered high risk because their failure may generate 
negative outcomes. These tactics run the risk, for example, of generating ill feeling 
between employees and employers, which can permanently damage working 
relationships. Ultimately, any gains made may be outweighed by the instability 
within the organisation. However, if used intelligently and wisely, these tactics can 
result in lowered resistance to change. 





Da å T 
Manipulation 
If an organisation wishes to introduce new technology, it may inform its staff of the 
exciting new training and promotional opportunities that this change will provide. 
However, it may withhold the fact that the new technology will result in a number 
of forced redundancies. This is an example of manipulation. While some people 
regard manipulation as skilful or artful, others argue that it is deceptive and devious 
and therefore an unethical practice. 
Manipulation is normally used in 
situations where other tactics will 
not work or are too expensive. 
It can be a relatively quick and 
inexpensive solution to resist- 
ance problems. 
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Cooptation refers to involving an influential member of the potential resistors to 
take part in the development and implementation of the change process. Usually, 
the role is symbolic and carries with it little authority — that is, the individual has 
very little input in the change process. He or she is part of the process in name 
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only, but cannot claim they have not been consulted. The danger of this tactic is 
that it can backfire if the individual recognises what is being done and feels used. 
As with manipulation, some people regard this practice as unethical. 


Threat 


A manager who will not or cannot invest the time and effort required for the other 
tactics may resort to the use of power to force change resistors to conform. This 
tactic usually involves some type of direct or indirect threat. Threats may involve 
loss of promotion, transfer, overtime 
or ultimately, termination. An organ- 
isation that faces competition from 
imported products, for example, may 
advise its staff of the need to change 
work practices and accept a reduction 
in entitlements in order to lower the 
costs of production — or alternatively, 
four staff positions will have to be ter- 
minated. For example, in 2006 Qantas 
flight engineers were given an ulti- 
matum by senior management that 
job losses would occur if current work 
practices and manning levels were 
not changed. This threat ultimately 
resulted in prolonged industrial action, 
causing disruption to the organisation 
through numerous flight delays. 

The danger with this tactic is that people may appear to be compliant on the 
surface but are resentful underneath. This can lead to an increase in resistance, 
possibly culminating in industrial sabotage, grievance complaints, compensation 
claims for stress and harassment, and industrial disputes. While the threat tactic 
may be used in some situations that require a speedy response, constantly relying 
on it as a ‘quick fix’ may obstruct future changes. 
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TEST your understanding APPLY your understanding 
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Threats may cause the 
recipient to submit but 
become more resentful, 
which escalates the 
resistance. 


1 What is the main difference between a low-risk and 9 What types of tactics to reduce resistance to 
a high-risk strategy for managing changes? change have you observed recently? Were they 


2 Select three strategies shown in the figure on successful in achieving their outcome? 


page 258 and explain why they are classified as low 10 In small groups, discuss the ethical dilemmas 

risk. encountered when using manipulation as a tactic to 
Why should an effective manager continuously scan reduce resistance to change. Select a spokesperson, 
the business environment? then share your answer with the rest of the class. 
Outline why setting achievable objectives can help Would an autocratic manager tend to use low- or 
managers implement change more successfully. high-risk tactics to reduce resistance to change? 


In what ways are manipulation, cooptation and threat Give reasons for your answer. 


high-risk tactics for effective change management? 12 Read the case study on page 259. According to the 


In what circumstances may It be appropriate for a author: 


manager to use manipulation or threat to overcome (a) What causes teams to form? 


resistance to change? (b) Why is it important to clearly communicate to 


Do you regard (i) manipulation and (ii) cooptation employees the goals of the change? 


as unethical business practices? Why? Share your (c) ‘The whole becomes clearly more than the sum 


answer with the rest of the class. of the parts.’ What does this mean? 


Identify some possible negative consequences ot 
high-risk tactics to reduce resistance to change. 
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Effective change management in the context of a 


g significant issue 








KEY CONCEPT Managers must develop strategies which deal with 


specific issues as they arise. 


Corporate social responsibility 
involves managing organisational 
processes in order to produce an overall 
positive impact on the community. 


Triple bottom line refers to the 
social, economic and environmental 
performance of an organisation. 


Ecological sustainability occurs when 


economic growth meets the needs 
of the present population without 
endangering the ability of future 
generations to meet their needs. 


Peter Coombes, Sustainability Manager at 
Delta Electricity, with one of the prototype 
post-combustion CO, capture plant stacks 
that is being built for Munmorah power 
station on the New South Wales central 


coast. 


A sustainability report is a 
comprehensive report of what a 
business has done, and is doing, with 
regard to social issues that affect it. 


Business ethics refers to the 
application of moral standards to 
organisational behaviour. 


CDU 


Application of effective change 
management 


Due to the dynamic business environment, organisations must implement strategies 
to effectively manage the changes caused by a number of specific issues. Such issues 
include the increasing emphasis on corporate social responsibility and business 
ethics; globalisation; mergers and acquisitions; technological development; the 
need for legislative compliance; and privatisation. 


Corporate social responsibility 


During the past 20 years there has been growing pressure on organisations to 
improve their corporate social responsibility (CSR). The heart of CSR is adopting 
a triple bottom line approach and monitoring changes against this standard. 

Ecological sustainability is an area of significant CSR that organisations must 
manage skilfully. The Earth is a fragile system that we need to take care of so it 
can maintain itself. The health of the natural environment has a direct impact on 
societys quality of life. Consequently, an organisation needs to balance economic 
and environmental concerns — in other words, to undertake sustainable development. 
Organisations are being asked to take increasing responsibility for the protection of 
the environment. 


Change management strategies 


Some examples of change management strategies to meet CSR expectations include 


oO 


e The social conscience of responsible man- 
agers has led them to adopt policies of con- 
servation, recycling and restoration. For 
example, surfwear manufacturer Billabong 
has developed its own environmental 
policy. Billabong will conduct business only 
with partners who share its commitment to 
the environment. 

e Organisations evaluate the full environ- 
mental effects of their operations. This 
can be done by preparing a sustainability 
report which details how the organisation's 
practices and operations affect society and 
the environment. 

e Production processes need to be modified 
to bring them into line with ecologically 
sustainable practices. 
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Business ethics 


Business ethics is not concerned with legal obligations, but with what is morally 
right or wrong — and all the shades of grey in between. Organisations want to 
be seen as responsible corporate citizens, conscious of the high ethical standards 
expected of them by their customers and society at large. 
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Change management strategies 


Some examples of change management strategies to uphold business ethics include 

the following. 

e Managers should encourage standards of honesty and integrity, and expect eth- 
ical behaviour from all employees. 

e Stakeholders must be dealt with honestly and fairly. 

e The organisation should avoid using misleading or deceptive product descriptions. 

e Employees should be provided with a safe working environment; their confi- 
dential personal information kept secret; and discrimination abolished. 

e A corporate code of conduct should be implemented as it provides internal 
stakeholders with ethical standards to uphold. 


Globalisation of business has increased the level of international competition within 
the global economy. Consequently, the demands on global managers have never 
been greater than they are today. 


Change management strategies 


Some examples of change management strategies in response to the impact of 

globalisation include the following. 

e Global managers need to have a good understanding of how globalisation will 
influence their organisation. 

e Global managers must thrive on the unexpected, communicate quickly and 
effectively, and integrate technology into their work practices. 

e In order to compete internationally, organisations may restructure, outsource 
non-core functions or subcontract production, or relocate production to other 
countries, 

e Fostering cultural diversity should be given a high priority because it brings 
many benefits including enhanced creativity, easier penetration of new markets by 
employees who identify with the culture, and an equal employment environment. 

e Organisations must find new approaches to staffing and implement effective man- 
agement practices for a culturally diverse workplace. The most important aspect 
of this process is to not disregard the effect of the local culture when selecting 
employees. 
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Bartlett Precision Engineering 

expresses its ethical business 

philosophy in two core value 

statements: 

e We value people and conduct 
ourselves with integrity. 

e Honesty and fairness is the core 


of our business practices. 
O 


A corporate code of conduct is a set 
of ethical standards for managers and 
employees to abide by. 


The global economy is the world 
economy and refers to the economic 
activity going on in the world. It 
includes the flow of all trade, finance, 
technology, labour and investment. 
Consequently, it is the total economic 
activity within and between countries. 


A global manager pursues 
organisational objectives in 
international settings and, therefore, 
is required to conduct business in 
numerous countries with different 
cultures. 


Cultural diversity means the 
multitude of individual differences that 
exist among people in terms of gender, 
race, ethnicity, religion, ability, sexual 
preference and age. 


When hiring employees in China, it is common 
to place an emphasis on family relationships as 
well as technical qualifications. 
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A merger is a combination of two 
companies to form a new company. 


An acquisition is the purchase of one 
company by another with no new 
company being formed. 


In November 2008, St.George shareholders 


approved the merger with Westpac. The 


combined business will be a market leader 


in the Australian banking industry. 





Sensis has teamed up with Google 
to combine Yellow Pages listings and 
Google Maps online. 


Mergers and acquisitions 


Through mergers and acquisitions many private sector businesses have grown to 
become transnational corporations. 


Change management strategies 


Some examples of change management strat- 
egies in response to mergers and acquisitions 
include the following. 

e A set of key performance indicators should 
be developed so the merger or acquisition 
can be evaluated. 

e Due to a new management structure some 
employees will lose their area of responsi- 
bility or be made redundant, while others are 
offered promotion. 

e When two organisations join together, the 
resulting organisation may experience an 
unpredictable ‘culture clash’. 


Technological development 


As the use of technology increases, organisations and employees experience dra- 
matic changes to the way they conduct their activities. 
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Change management strategies 


Some examples of change management strategies in 
response to technological development include the 
following. 

e Many organisations are restructuring as networks. 
Employees are telecommuting: working from home, 
their cars or at an isolated workstation. 

e Working independently, some employees may experi- 
ence a sense of isolation. Managers will need to plan 
for this eventuality and introduce new methods for 
social contact. 

e Employees will need to acquire new skills. The human 
resource function will play an important role in training 
and development for people within the organisation. 

e Human resources will be required to manage those 
employees who are made redundant due to the intro- 
duction of new technology. 


Legislative compliance 


In the past 10 to 20 years, significant changes have occurred in the legal frame- 
work within which Australian organisations must operate. In addition to the new 
legislation, there have also been new interpretations of existing laws, which will 
have a major impact on organisational conduct. 


Change management strategies 


Some examples of change management strategies to ensure legislative compliance 

include the following. 

e Due to the escalating compliance costs, an accurate method of record keeping 
must be established. 
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e Managers do not have to be skilled lawyers, but they should be familiar with the 
laws that regulate their activities and those of the organisation, especially the Trade 
Practices Act, the Environmental Protection Act and the Corporations Law. 

e Ongoing training must be provided for managers and employees so they are 


fully aware of their legal obligations. 


Privatisation 


Privatisation has had a major impact on public sector organisations. Privatised 
organisations change their legal and managerial structure — from government 
business enterprises to public companies. Consequently, the corporate culture will 
undergo a radical change; from public sector ideals to the values of marketplace 
competition, especially returns to the shareholders. Also, there is usually a reduc- 
tion in the size of the workforce with many employees involuntarily retrenched. 


Change management strategies 


Some examples of change management strategies in response to privatisation 


include the following. 


e Managers, and especially the human resource unit, will have to create a new 
corporate culture. This might involve changes to the mission statement, organ- 


isational strategies and objectives. 


e The human resource unit will be required to employ people who fit in with the 
new organisational culture and deal with those employees who may be retrenched. 
e Changes to employees’ remuneration packages will have to be implemented by 


the human resource unit. 


e Managers in the new organisation will have to adopt management styles that 


reflect the culture of the new organisation. 


TEST your understanding 


1 What is meant by the term ‘triple bottom line’? 
2 Review the following situations and decide if they 
are ethical or not. Give reasons for your answer. 
An accountant showing you the best way to 
avoid paying income tax. 
Purchasing products made by exploited workers 
in Third World countries. 
Selling a good that you suspect to be faulty. 
List the benefits to an organisation that gives a high 
priority to cultural diversity. 
Why does a merger or acquisition have human 
resource implications? 
Explain how technological change can result in 
social isolation of some employees. 
List three pieces of legislation managers should be 
aware of. 
How do government business enterprises change 
due to privatisation? 


APPLY your understanding 


8 In small groups, brainstorm the main advantages 
to organisations of acting in a socially responsible 
manner. Are there any possible disadvantages? 
Share your answer with other groups. 





If you were being posted to an overseas position 
as production manager, what training would you 
request from your employer? 

Why is technology so crucial in terms of an 

organisation’s success or failure? 

Suggest why a privatised organisation will place a 

great deal of emphasis on shareholder return? 

Select one of the change management issues 

referred to in this section and then complete the 

following tasks: 

(a) Research additional information about the issue 
and provide a one-page report. 

(b) Describe the change processes the issue can 
create. Illustrate your answer with examples 
from an organisation you are familiar with. 

(c) Predict specific problems the issue will cause for 
management. 

(d) Outline appropriate tactics, both low-risk and 
high-risk practices, required to effectively 
manage the problems identified in (c). 
Illustrate your answer with examples from an 
organisation you are familiar with. 

To assist you with this activity, use the Business 

Review Weekly, Age business section and 

Financial Review weblinks in your eBookPLUS. 


“Z 
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7.8 The role of leadership in change management 





lf a manager can display effective leadership skills, then 
resistance to change will be lessened. 


Kotters proposed model of effective change management is based on three impor- 
tant elements: 

e thorough preparation and planning 

e clear communication 

e cooperative participation with all stakeholders. 


While there kno one predeedefinitor To successfully integrate these elements into a change process requires leadership 


leadership is the process of positively skills. The manager needs to use her or his leadership skills to act as a bridge on 
influencing and encouraging individuals which to support the employees as they cross from existing work practices into 
to set and achieve objectives. new and unfamiliar territory. 





a Ta (EE To act as a leader, a manager should dis- 
NT TTT HT) Be play empathy and possess good listening 
N skills. These personal characteristics will 
m | assist him or her to discover and appreciate 
lS G any points of resistance to change. How a 
manager treats his or her employees will 
largely determine their acceptance of or 
resistance to change. A manager who acts 
as a leader and has high expectations of 
employees’ abilities to initiate and imple- 
ment a change process will generally be 
rewarded with people who are willing to 
embrace the change. There may still be 
some points of resistance, but this resist- 
ance can be productively dealt with because 
the employees believe they have the sup- 
port and trust of their manager. 

Employees are generally more prepared to accept the risks involved with change 
if they feel their manager is concerned with their welfare. Managers who concentrate 
on the needs of their employees are the most effective, building high-performance 
teams that attain their objectives. Less effective managers tend to focus on tasks 
and are more concerned with meeting deadlines — that is, they display the natural 
characteristics of a manager, not a leader. 









Deb Bain, the Victorian winner of the 2007 
Rural Women’s Award, is a leader in her 

industry and is the vision behind Farm Day. 
She brought together a group of people and Ii 
organisations that shared a common vision | 
for bridging the urban-rural divide. 


je 
: 


hs 


Effective leaders influence people 
and provide an environment 
for them to achieve team or 
organisational objectives. 
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Added to these qualities, a successful leader 

will need to: 

e market and promote the change in a 
manner that will achieve cooperation and 
acceptance 

e resolve conflicts, which often arise when 
change is implemented 

e keep an open mind, seek out new ideas 
and freely share information 

e cultivate a sense of stability, while at the 
same time push on with even more change 

e show confidence in people, share credit 
and recognition 

e build and communicate a clear vision. 


Being an effective leader is not an easy task. There may be temporary set- 
backs, particularly during periods of negotiation. In the end, leadership may still 
fail. However, not displaying leadership is inviting a greater possibility of failure. 





. ae 
A leader who can ‘sell’ the need for 
change automatically overcomes one 
of the main resistance points — that 
of ‘why do we need to change?’ 


Research constantly reveals that traditional management is not enough for organ- 
isations involved in continual transformation (see the following case study). Such 
organisations need charismatic, enthusiastic leaders who can inspire people to 


share their vision. 


prae 


When faced with change, managers see a need to reorganise things because, 
to their way of thinking, reorganisation will better prepare people to handle the 


change. Reorganisation does give people a course of action to pursue in responding 
to change. Despite the fact that this often makes sense, however, it sometimes 
simply moves things around and doesn't address the real needs created by external 


or internal change. 


In the same situation, leaders see change as an opportunity to rethink what's 


going on inside and outside the organisation. 


While their rethinking may lead to reorganisation, it involves much more than 
this because leaders want to get at real needs, and this means digging beneath the 


surface. 


TEST your understanding 


1 Identify five desirable skills for a leader to possess. 

2 Support or refute the following statement: 
‘Motivating, inspiring and empowering employees to 
embrace change is the mark of a good leader’. 

3 Think of someone you regard as a leader. What 
characteristics do they display to give them this 
leader status? 

4 What do you think of the leader who says, ‘Do what 
| say, not what | do’? 

5 Read the case study above and answer the following 
questions: 

(a) How does a manager respond to change? 

(b) How does a leader respond to change? 

(c) Why do organisations need both managers and 
leaders when confronting change? 


APPLY your understanding 


6 


7 


ê Leaders see change 
as an opportunity to 
rethink what's going 
on inside and outside 
the organisation.’ 


y, ON 
A 
Do you think leadership skills can be learned? Give 

reasons for your answer. 

In small groups, brainstorm the strategies a leader 

can take to implement and support people through 

change. Compare your list with the lists of other 

groups. As a class, agree on 10 key things a leader 

should do when introducing change. 

Set up a class debate to consider the following 

topic: ‘Leaders are born, not developed’. Share roles 

so that those not debating are involved either in 


assisting with research or in running the debate and 
keeping notes on the arguments on both sides. 
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Possible impact of change on the internal environment 
of large-scale organisations 





KEY CONCEPT When an organisation responds to the forces of change, 
the result will be a change to its structure, its human resources and its 


operations functions. 


Transformational change often 
results in a complete restructure 
throughout the whole organisation. 


Incremental change results in minor 
changes, usually involving only a few 
employees. 


Structural change refers to changes in 


the organisation's structure — that is, 
the organisation chart. 


Outsourcing is the contracting of 
some organisational operations to 
outside suppliers. 


eT 


Major (transformational) and minor 
(incremental) changes 


Some organisations respond to the forces of change in a major way. The result 
is often a complete restructure of the organisation. Such a change is referred to 
as transformational change. A transformed organisation, after undergoing radical 
change, will have a different (usually flatter) organisational structure, new work 
systems and procedures, a changed employee structure, greater use of technology 
and an altered corporate culture. 

Other organisations may respond to forces of change in a smaller way. This may 
involve only a few employees at a time, undertaking new operational procedures. 
Such change is referred to as incremental change. For example, an employee in 
an office may change from using a fax to using email when sending information to 
customers. 

Often, an organisation will implement both major and minor changes simul- 
taneously. However, regardless of the extent of the change, recent studies conducted 
in a wide range of organisations revealed that all employees should be involved in 
the change process. This is because any change ultimately has an impact on every 
employee. 


Impact of change on 
organisational structure 


Organisations need to continually improve and develop if they are to survive change. 
As the organisational environment changes, organisations undergo structural 
change. 

In recent years, the main structural changes introduced in Australian organ- 
isations have included: 
e outsourcing 
e flatter organisational structures 
e work teams. 

The aim of these changes has been to streamline organisational operations 
Gncluding coordination and control), improve efficiency and empower employees 
to make their own decisions. 


Outsourcing 


A trend rapidly gaining support throughout the corporate world and government 
establishments is outsourcing. Outsourcing has had a profound impact on organ- 
isations, particularly on the mix of employees. Many organisations have rearranged 
their workforces to employ a minimum full-time staff and use as many people from 
outside the organisation as possible — on a contract, casual or part-time rate. This 
keeps costs to the lowest possible level. Obviously, outsourcing has both positive 
and negative social, personal and economic effects, many of which are presently 


being debated. 
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In 2006, Qantas maintenance staff protested against management's threat to outsource 
3000 maintenance jobs to other countries. 
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Flatter management structures have become more common in recent times. As 
middle-management positions are abolished, greater levels of accountability and 
responsibility are transferred to frontline staff. Such organisations are characterised 
by fewer formal reporting controls, sharing of best practice methods, learning focused 
on the organisation’s needs, a supportive learning environment, and a focus on con- 
tinuous improvement. In the contemporary workplace, organisations are evolving 
from formal, hierarchical structures with many levels to less formal, looser structures. 


Coupled closely with the emergence of the flatter organisational structure is the 
development of work teams. Teamwork allows organisations to be more flexible 
and responsive. Teams also motivate employees to be more creative, to develop a 
broader view of goals, and to contribute across the entire organisation. The devel- 
opment of teams is transforming workplace cultures, practices, operations and 
productivity levels. 


Impact of change on 
corporate culture 


For an organisation to survive in the long term, changes within the external or 
internal environments should be reflected in its culture. If organisational culture 
fits the external environment, managers and employees have the attitude they need 
to compete successfully. For decades Telstra enjoyed a monopoly on telecommuni- 
cations services within Australia. With the deregulation of the telecommunications 
industry (which resulted in increased competition), as well as the privatisation of 
Telstra, managers and employees were forced to adopt a different mindset to com- 
pete in the new environment. The existing organisational culture had to change 
because it did not fit the real-world requirements. The new external environment 
required a new way of thinking — a new organisational culture. 

Students and teachers face similar challenges whenever the educational author- 
ities modify the external examination requirements or implement new study 
designs. Such changes will influence the structure of a school, its operations and 
the organisational culture. Different attitudes, values and mindsets will eventually 
be adopted within the school to satisfy the new demands. 
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Over the past few years Westpac 
has outsourced its human 

resource positions to GenPact 

in India; its credit card and 
merchant processing services 

to First Data Australia; its IT 

and telecommunications to 
numerous Indian organisations; 
and its mortgage processing to the 
American Electronic Data Systems 


(EDS) Corporation. 
O 





Teamwork involves people who 
interact regularly and coordinate their 
work towards a common goal. 





Many organisations are starting to 
realise that a team approach can be a 
catalyst for superior performance. 


7.9 Possible impact of change on the internal environment of large-scale organisations 








Considering that employees are 

an organisation’s most valuable 
asset, it is important to manage 
transformational changes sensitively 
and professionally. 


Changes in computer technology 
have revolutionised production and 
operations management. 


Flexible manufacturing is production 
by computer controlled machines that 
can adapt to various versions of the 
same operation. 





Impact of change on human 
resource management 


Organisational change will ultimately have a profound impact on employees at all 
levels within an organisation. Consequently, adjustments to the human resource 
management function are necessary in order to improve the effectiveness of changes 
made in other organisational components, such as organisational structure and 
technology. Some of the main human resource management changes are: 





Recruitment and selection must be altered to reflect the need for individuals who 
possess the knowledge and skills required to handle the changing circumstances. 
If employees are to be made redundant then appropriate termination procedures 
must be put in place. 

Training must be offered to existing employees in the areas of teamwork, problem 
solving, decision making and change management. 

Performance appraisal and reward systems that reinforce the new behaviours 
must be put in place. 

More autonomous and empowered employees will require changes to the tra- 
ditional roles and communication methods within the organisation. 

To attract and maintain skilled employees, flexible working arrangements will 
be needed. 

The bases of power will shift from title, seniority and authority to collaboration 
and contribution and this must be communicated. 

A clear vision of where the organisation is headed and the benefits to employees 
will need to be developed and clearly communicated. 


Impact of change 
on operations 
management 


For many organisations, reducing production costs has 
become the basis for gaining a competitive advantage in 
the marketplace. In response to changes in the environ- 
ment, organisations are constantly seeking ways to speed 
up production time, shorten production development, 
streamline distribution and serve customers. Some of the 
main operations management changes are: 

Organisations have refitted and reorganised their factories to take advantage 
of improvements in technology. They are also pursuing efficiencies in process 
design and materials management. 

New advances in production technology have been accompanied by changes in the 
way the production process is organised, including flexible manufacturing. 
Flexible manufacturing allows production plants to be smaller, more specialised, 
and closer to important markets. 

There is an emphasis on quality assurance — an organisation-wide system of 
procedures to ensure that the products satisfy consumers. This includes quality 
control, coupled with total quality management. 

Human relations are being improved so that employees will approach their 
work more intelligently. This includes such considerations as balancing work- 
loads, using ergonomics, simplifying materials handling, changing operations 
sequences and training employees. 
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TEST your understanding 


1 


N 





Identify three minor and major changes which 
have occurred in your school over the last few 
years. 

What is meant by the term ‘structural change’? 

Examine the figure on page 269. In small groups, 

brainstorm: 

e reasons why Qantas maintenance workers 
protested against the possible outsourcing of 
jobs 

e the possible benefits to Qantas of outsourcing 
maintenance to other countries. 

Construct a mind map to summarise the 

organisation's three main structural responses to 

the changes in the environment. The mind map 
has been started for you. 


ORGANISATIONAL 
STRUCTURAL RESPONSE 
TO CHANGE 





Explain why an organisation's culture should be 
moditied in response to changes in the external 
environment. 

Why are alterations to the human resource 
management function necessary In response to 
changes in the external environment? 

What human resource management changes 
have organisations undertaken in response 

to environmental changes? Use the following 
headings in your response: 

e Recruitment and selection 

e Termination procedures 

e Training and development 

e Performance appraisal. 

Select two operations management changes 
and outline how they assist the organisation 

in achieving a competitive advantage in the 
marketplace. 


APPLY your knowledge 


9 


10 


"n 


12 


Consider the following situations and determine 
whether the change required would be major or 
minor. Give reasons for your answer. 

A A sales representative complains that he is 
unable to access the latest prices on some 
products quickly enough, because price changes 
are mailed monthly to his office. 

B A distinct decline in the quality of manufactured 
items from the heavy metal section has been 
traced back to the high turnover of staff in the 
section over the past nine months. 

C The development of new technology in the 
paper manufacturing industry will require 
the chief executive officer and the board to 
completely reassess their present manufacturing 
operations. 

D The responsibilities of several key staff in the 
accounting department will need to change as 
a result of the new computerised accounting 
system. 

Research an organisation that is being restructured 

as a result of changes in Its internal environment. 

Business magazines or journals are an excellent 

source of information and frequently report on 

organisational restructuring in a variety of industries 
or organisations. Some recent examples of changes 
you may wish to explore include: 

e e-commerce 

e organisational alliances 

e corporate culture. 

‘Zoe could not understand why her team members 

were being so difficult. Couldn’t they see that the 

changes she had made to the work roster would 
be to everyone's benefit? She thought they had all 
agreed to the changes when they were discussed 
at the last team meeting. She was not sure what 
to do next.’ Consider your own experience of the 
difficulties in trying to predict how something will 
turn out. What can managers do to reduce these 
difficulties? 

Flatter management structures often result in 

higher levels of responsibility and accountability for 

all employees. Consequently, any organisational 
restructure that involves removing a layer of 
management will be perceived by employees as 

a major change. Assume you are the manager 

in charge of a restructure that will result in a flat 

management structure. Outline the advantages you 

would put forward in support of the restructure. 
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APPLY YOUR SKILLS: Managing change 





PRACTISE 
YOUR SKILLS 


accurately use relevant management terms 

research related aspects of change management using print and online sources 
analyse business literature, information and data 

use management theory to evaluate different strategies to manage change 

apply change management knowledge and concepts to practical and/or simulated 
representations 

e analyse and evaluate effective change management in the context of the selected 
significant issue. 





aD» Newspaper 
BHP Billi ; rtfoli 
illi 
i all tim e high Select three external (macro) sources of 
New § Society expects p change (factors) that influence an organ- 
| anti-pollution z anisations to fulfil | isation’s environment. Collect 8 to 10 
laws d x s ial obligations | articles on each external factor from the 
passe their soc _ Internet, newspapers and journals over 
h in Fa i | an 8- to 10-week period. 
Breakthroug ll in consumer (| Paste the articles into a scrapbook 
trade talks Spendin under three headings describing the 
Jiiawrapanit: saipa some a O a external factors. Ensure that you date 
Change is the only constant in the world of business and acknowledge the source of each 
article. 


TEST your understanding Your responses should combine the theory obtained 
from your teacher and textbooks with the information 


on current business conditions and factors from your 
Internet, newspaper and journal articles. 


1 Write three reports of approximately 500 words on 
each of the external factors you chose. Use a business 
report style with subheadings, graphs and diagrams 
to support your text. In your answer, you could: : 
° ECN the e factors tae exerted APPLY your understanding 

pressure for change 2 Arrange to interview someone who has experienced 
e discuss the impact of this pressure on the a major change in his or her workplace. Research 
organisation. and report on the impact of this change on 
A major focus within your reports should be an the interviewee, his or her colleagues and the 
analysis of the impact of each of the external factors organisation's culture. Make particular reference to 
on the individual organisation or industry sector. how the change was managed. 





Managing the impact of change 


Belisa Pharmaceuticals 
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What Is the cause of the decline in Belisa Suggest an appropriate form of action for each of 
Pharmaceuticals’ sales and profits? the following problems Peta O'Brian faces: 

Is competition trom rival organisations an operating (a) Dismissing 25 employees — that is, selecting 

or macro external environmental factor? the criteria she might consider in deciding who 
What does the expression ‘viability’ mean? should stay and who should go. 

Why do you think the introduction of new (b) Training the remaining employees to understand 
technology will result in: and use the new and more complex technology 


(a) lower production costs? (quite a radical change from the technology 

(b) the need for fewer employees? currently in use). 

What assistance could Belisa Pharmaceuticals offer (c) Managing the change with sensitivity — that 

employees who are made redundant? is, maintaining positive workplace morale and 
exhibiting leadership. 

(d) Communicating the change in the product 
format to the customers and convincing 
them to maintain their loyalty towards Belisa 
Pharmaceuticals’ brand and company. 





Reaction to change 


Organisations, like individuals, find it difficult 
to cope with some changes. When the pace of 
change is very rapid, or coming from the external 
environment, then organisations may experience 
open resistance. Consider, for example, where you 
sit in your Business Management and other lessons. 
You and other students probably sit in the same 
seats in each lesson. Imagine now that all your 
classrooms have been rearranged overnight, without 
your knowledge. The next morning, you and your 
classmates may react with a mixture of annoyance, 
irritation, frustration, anger and delight. Perhaps you 
would be angry or upset at not being consulted or 
involved in the rearrangement process. You may feel 
you have no control over what you regard as your 
working conditions and organisational structure. 
Many of your friends may view the change as a 
threat to the status quo. 























Management results, changing the arrangement of 

your timetable or having greater use of the family 

car. 

(a) Write a brief outline of the status quo. 

(b) Write a brief description of the situation as you 
would like it to be if you could change it. 

(c) List the main driving forces. 

(d) List the main restraining forces. 





List and briefly outline two operating and two macro 
sources of change. 

Why do you think people often resist very rapid 
change? 

Describe how you would feel if your classroom 

was radically changed overnight without your 













knowledge. (e) Devise strategies for reducing the impact of the 
restraining forces. 
(f) Using the Kotter eight-step model, prepare a 
Think about a situation in which you would like plan to successfully implement and adopt the 
to make a change but face some resistance. The change. Present your plan to another class 






situation might involve improving your Business member for evaluation. 
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Organisations must constantly change in order to survive. 


The dynamic nature of the internal and external (operating and 
macro) environments is a source of change. 


There are driving and restraining forces for change in large- 
scale organisations. 


Change has possible impacts on the internal environment of 
large-scale organisations, including the functional areas of 
operations and human resources. 


Magnatech Industries — managing change 





f ¥ | This case study of a real organisation is designed to provide insight into the 
management of change and the challenges that need to be addressed for 
long-term survival. 


Magnatech Industries is a large, private company that manufactures rigid plastic 
injection mouldings tor a range of whitegood manufacturers of refrigerators, Treezers 
and washing machines. Injection moulding is a manufacturing process which involves 
heating plastic to a fluid state and inserting it into a mould. This process means that 
a variety of products once manufactured trom heavier and more expensive materials 
can be produced from less expensive plastic materials. 

Over the last decade, significant changes in this industry have meant changes 
to Magnatech’s strategic plans, resulting In operational and structural changes. 
Technical innovation in the external business environment is likely to result in further, 
wide-ranging change over the next five years. 


Business background 


Name of business Magnatech Industries 

Type of ownership/legal structure Proprietary company 

Shareholders 100 per cent Australian owned 
International division Pro Tag International Thailand 

Core business function Plastic injection moulding servicing the 


whitegoods (refrigerators, freezers and washing 
machines) industry 





ee | Mission statement To provide technical solutions through high 
Magnatech’s injection moulding = engineering Standards which meet the needs of 
process is capable of producing our clients 
impact-resistant panels, trays and Employees 115 in Australia, New Zealand and Thailand 
shelves for refrigerators, freezers and 
washing machines. Brief history 


The company has a history that stretches back to the 1950s, when a toolmaking 
business was established by the original owner. In 1972, the company began to 


Magnatech make refrigerator, freezer and washing machine mouldings for three Australian 
manufacturers. In the 1990s, tariff reductions for electronic appliances had a 
faces both global Significant Impact on the business. Margins on whitegoods dropped by 40 per cent 
i as the domestic suppliers reduced prices to compete with the cheaper imports. 
and domestic While Magnatech faces both global and domestic competition, it continues to 
competition. maintain a major share of the domestic market for plastic mouldings for whitegoods. 


International competition is increasing. Often, a partially loaded shipping container 
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destined for Australia will be topped up with plastic mouldings, which will then be 
otf-loaded on the domestic market at cost price. 

There are currently five plants manufacturing refrigeration mouldings in Australia. 
Three of these are multinational companies that have chosen to make Australia their 
headquarters for production in the region, due to Australia’s political and economic 
Stability. 


The market 


Magnatech supplies mouldings to major 
customers in Australia (with a significant 
majority of the market share), with production 
facilities in Australia, New Zealand and Thailand. 
One of the characteristics of this industry is the 
increasing pressure to minimise inventories, 
reduce manufacturing costs, and reduce lead 
time (the time it takes to convert raw materials 
into a finished product) from one week to 
48 hours. 

Magnatech currently produces tinted trays 
and shelving for refrigerators and freezers 
in 10 different colours. While Magnatech 
maintains a stock of white internal mouldings, 
the coloured trays and shelves are made to 
order. With industry pressure to reduce lead 
times, Magnatech can generally produce orders 
tor standard colour mouldings within 24 hours. 
A specialised colour may initially require a lead 
time of two weeks. 


a 
eer! 
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Changing direction of the business Magnatech Industries’ manufacturing 


While there has been a considerable amount of external change in the industry over process is fully automated, resulting 
the past decade, Magnatech’s core business activity remains unchanged: injection in lower per unit costs of production. 
moulding. However, the strategic plans for the organisation: 
e reflect an awareness of the change in the industry 
e acknowledge Magnatech’s potential vulnerability in the face of change, particularly 

as its customer base for core products is a handful of major customers 
e incorporate internal changes to ensure long-term survival. 

Changes in the direction of the business include the following. 


1 Development of new markets, especially export. Magnatech was initially 

reluctant to expand internationally because of the difficulties it believed it would Export markets are 
face. However, the company soon learnt of the opportunities presented by such Gg source of revenue 
an expansion. While still in the developmental stage, Magnatech Industries’ export h d h 

markets are increasingly becoming another reliable source of revenue that reduces t at reQUCces I e 

the risk involved from domestic competitive pressures. risk involved from 

2 Development of new products, using the skills developed within the core d ti ti ti 
business. A recent major product development includes the manufacture of a range OMeESIIC compe IVE 
of security tag devices for clothing retailers. The product, ProTag, has been designed pressures 


and developed by an associate company, ProTag International (100 per cent owned 
by Magnatech, including patents and trademarks). As a special releaser is required 
to extract the tag, products that are displayed are sate from theft. Unlike their core 
products, which are targeted towards whitegoods manufacturers, the customer base 
for ProTag is retailers. 

The technology utilised in the production of the Prolag security system may 
also be adapted for other product areas. Security systems for aircraft luggage, Tor 
example, are currently under evaluation. 


(continued) 
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When Magnatech adopted a total 
quality management approach, 

it emphasised teamwork and 
shared responsibility for achieving 
organisational objectives. 


è Magnatech 
continues to audit 
all operations and 
processes.’ 


Magnatech has an excellent team of employees and 
values their ideas on ways to improve on production. 





EXTEND YOUR KNOWLEDGE: Managing 


haah - ile 


3 Site diversification with business expansion in Asia. Site diversification, particularly 

with the Thailand plant, has resulted in some significant cost savings and increased 

market share tor the Magnatech Group. Magnatech Asia can take advantage of: 

e access to resins (an input in the production process) at competitive prices 

e the benefits offered by the Australia—Thailand Free Trade Agreement which 
reduced the barriers to trade between the two countries. 


Management response to change — internal adjustments 


1 Total quality management (TQM). All aspects of the business are continuously 
reviewed to ensure value is added and to maximise efficiency for the benefit of 

the customer. To achieve the TQM objectives, key performance indicators such as 
industry benchmarks are used. The company has successfully developed a workplace 
culture based on continuous improvement as It believes this will be the most cost 
effective in the long term. 


2 Rationalisation. The company continues to audit all operations and processes and 
has recently decided to place some of the manual operations with subcontractors. 
Any part or product that cannot be fully automated (for example, clicking the parts 
together) is now outsourced. Subcontractor labour is more cost effective for labour- 
intensive work. 


3 Training. The majority of the organisation's employees are multiskilled and there 
are significant benefits in employee commitment to training. The company has an 
excellent team and values employee ideas. 

If an employee has an idea about changes or refinements to production processes, 
the company is prepared to submit the idea to trial. Peter Townsend, the managing 
director, commented that this can sometimes be costly, but in the process of trialling 
new ideas, employees develop skills that can benefit other areas of the plant. 

Over halt of Magnatech’s employees have at least 15 years of service. Through 
retirement, the company is likely to lose a substantial amount of experience and 
expertise. Apprentices have been employed to gain knowledge and skills required for 
a smooth transition. Magnatech is now embarking on human resource policies that 
encourage individual expertise. 







4 Ecologically sustainable production. Over the last five years Magnatech has 
implemented a ‘3R’ policy: reduce, reuse or recycle. This has benefited both the 
company, through reduced wastage and more efficient work practices, and the 
environment. Magnatech also adopted a triple bottom line approach in its financial 
and non-tinancial reporting processes. 








TEST your understanding 


1 
2 


3 


Who are the stakeholders in Magnatech Industries? 


Identify the sources of change in the internal and external environments that have had an impact on 
Magnatech Industries over the last decade. 


What is Magnatech Industries’ core business function? 
(a) What is meant by the terms ‘inventories’ and ‘lead time’? 
(b) Why does Magnatech Industries want to minimise inventories and reduce lead times? 


Outline how Magnatech Industries’ strategic plan has been modified as a result of the changes in the 
business environment. 


What is Magnatech Industries doing to reduce the consequence of employee retirement? 
Construct a mind map summarising the internal adjustments Magnatech Industries management has made 


in response to changes within the business environment. The first part of the mind map has been started 
for you. 


MANAGEMENT RESPONSE 
TO CHANGE 
— INTERNAL ADJUSTMENTS 





EXTEND your understanding 


8 


9 


10 


Elaborate on the possible impact of each of the changes in direction of Magnatech Industries. Use the 

following headings to prepare your answer. 

e New markets 

e New products 

e Diversificiation 

(a) Assess the degree of control and influence Magnatech Industries has over factors in the external 
environment. 

(b) What are some of the circumstances that will affect the degree of control? 

How are internal and external stakeholders likely to benefit by Magnatech Industries promoting socially just 

and ecologically sustainable change? Summarise your ideas, using a table like the following one. 


Benefits for internal Benefits for external 


stakeholders stakeholders 





New and better products 


New technology 


Employee training programs 


Improved working environment 
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CHAPTER 7 review 





Summary 
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The concept of organisational change 


Organisational change Is the adoption of a new idea or behaviour by an organisation in 
response to internal or external forces. 


The ability to embrace, manage and adapt to change will increasingly determine an 
organisation's competitive advantage. 


Successful managers are the ones who anticipate and adjust to changing circumstances. 


Internal and external (operating) environments as a source of change 


Change can come from the internal or external (operating) environments. 

The main internal driving forces include: 

— employees (human resource management plans should strive to maximise labour 
productivity) 

— management (the style of management will influence the direction and growth of the 
organisation) 

— corporate culture (acts as a guidepost by which employees may judge what the 
organisation wants from them) 


— policies (outline the general course of action to take in response to a particular 
situation). 

The main external (operating) driving forces include: 

— customers (the lifeblood of any organisation and should therefore be the main focus) 

— competitors (activities need to be monitored) 

— suppliers (backup suppliers reduce the risk of supply difficulties) 

— interest groups (seek to directly influence the behaviour of the organisation). 


The external (macro) environment as a source of change 


The main external (macro) driving forces include: 

— economic (the level of economic activity fluctuates between booms and recessions 
over time) 

— political and legal (organisations must comply with legislative requirements) 

— technological (rapid advances in information technology impact on all aspects of an 
organisation's activities) 

— global (the fast and cheap movement of people, goods, money and ideas around the 
world) 

— geographic (Australia’s location in the Asia—Pacific region has created opportunities. 
Demographic changes, especially population growth, have major implications for all 
organisations.) 

— social (changes in society’s attitudes and values. Organisations are coming under more 
pressure to implement ecologically sustainable practices.). 


Driving and restraining forces for change 


Driving forces are those forces that initiate, encourage and support the change. 
Restraining forces are those that work against the change, creating resistance. 
Resistance to change is common among managers and employees. 

The main reasons for resistance to change include: 

— managers (due to either poor decision making or fear of loss of control or power) 
— employees (fearful of changes that threaten job security or require new work routines) 
— time (either poor timing, or lack of time) 

— competitors (fear of loss to a rival if the changes are unsuccessful) 

— low productivity (disruption to work routines as the changes are implemented) 

— organisational inertia (prefer to stay with the safe and predictable status quo) 

— legislation (restrictions placed on certain operational practices) 

— cost (financial cost of implementing major changes can be substantial). 
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Kotter theory of change management 


e The change management process is the sequence of steps that a manager would follow 
tor the successful implementation and adoption of change. 


e Management researcher John Kotter maintains that the change management process 
consists of eight steps. 


Tactics for effective change management 


e Identifying the need for change, setting achievable objectives and creating a culture of 
change — encouraging teamwork — are three low-risk strategies for reducing resistance 
to change. 


e Manipulation, cooptation and threat are three high-risk strategies for reducing resistance 
to change. 


Effective change management in the context of a significant issue 
e The significant issues of change that managers must deal with include: 

— social responsibility (adopting a triple bottom line approach) 

— business ethics (applying moral standards to organisational behaviour) 


— globalisation (understanding Its nature and fostering cultural diversity in the 
workplace) 


— mergers and acquisitions (planning, restructuring and developing a new corporate 
culture) 

— technological development (re-engineering work processes and the training of 
employees) 

— legislative compliance (establishing accurate methods of record keeping and training 
of managers in order to comply with the law) 

— privatisation (creating a new organisation with a different philosophy and culture). 


The role of leadership in change management 


e If a manager can display effective leadership skills, then resistance to change will be 
lessened. 


Impact of change on the internal environment of LSOs 
e Changes can be major (transformational) or minor (incremental). 


e As a result of internal and external changes, organisations often undergo changes in 
their: 


— structure, including outsourcing, flatter organisational structures and work teams 


— corporate culture; for an organisation to survive in the long term, changes should be 
reflected in its culture 


— human resource management practices, including recruitment and selection, training, 
performance appraisal and redundancy procedures 


— operations management, including flexible manufacturing and quality assurance. 


Review questions 
TEST your understanding 


1 What is meant by the term ‘organisational change’? 


2 Explain the difference between the internal and external (operating and macro) 
environments. 


3 List and briefly outline three of each of the following: 
(a) internal sources of change 
(b) external (operating) sources of change 
(c) external (macro) sources of change. 
4 Outline, using an example, the difference between driving and restraining forces. 
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10 
"n 


12 


13 


14 


Explain why there was so much resistance by Qantas maintenance staff to 
management's threat to outsource 3000 maintenance jobs to other countries. 


Outline why resistance to change in management and employees is common. 

Explain why setting achievable goals can help managers implement change more 
successfully. 

List and briefly outline the eight steps of the Kotter change management process. 
Imagine you are a human resource manager for a large retail store and you wish to 
implement a change in the working arrangements to a 4-day work week of 10 hours 
per day. How would you go about this? 

What is the role of a change agent? 

Suppose that as a manager you were required by the CEO to implement a change that 
you personally opposed. What would you do? 

Construct a mind map to summarise the three impacts of change on the internal 
environments of large-scale organisations. 

List four external (operating and macro) sources of change that affect the operation of 
an organisation. Using a newspaper (perhaps the business section), find two examples 
of organisations that have had to deal with change. Explain in your own words how 
the change has affected the organisation. 

Briefly outline how corporate culture influences organisational effectiveness. Analyse 
the factors that contribute to an effective corporate culture. 


APPLY your understanding 


15 


16 


17 


18 


19 


‘Successful organisations are those which empower their employees to adapt readily 

to changes within the organisational environment, whereas those organisations that 

attempt to resist change and disempower their staff will ultimately fail.’ 

(a) Identify the main reasons for employee resistance to change. 

(b) Demonstrate why it is important for managers to communicate effectively when 
introducing changes in the workplace. 

‘In response to internal and external pressures the operating environments of large- 

scale organisations are constantly changing.’ 

(a) Discuss the internal and external pressures for change. 

(b) Using a current example, describe and explain the responses of that organisation’s 
management to these pressures. 

‘The pace of change Is accelerating, with change coming from both internal and 

external sources. How an organisation responds to these changes will ultimately 

determine the organisation's future.’ 

(a) Discuss the reasons for accelerating change. 

(b) Using a current example, critically examine the strategies used to manage change 
effectively. 

‘In order to accelerate change, a “change agent” role may be introduced. Someone 

in the organisation may undertake this role. The change agent focuses on initiating 

the change, determining what part of the organisation should lead the change, the 

direction of the change and, most importantly, how the change will be sustained. This 

person often enlists others to be role models of change, sometimes working through a 

committee or project team.’ 

(a) Discuss the role of a change agent In creating a culture of change. 

(b) Use a current example from a large-scale organisation to support your discussion. 

‘Inevitable resistance to change must be overcome if the organisation is to succeed. 

Employees and managers resist change for many reasons.’ 

(a) Discuss the main reasons for resistance to change in organisations. 

(b) Using a current example, identify and describe how managers have developed and 
implemented a strategy for dealing with change. 
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Exam questions 


Question 1 (VCAA Business Management exam 2007, question 2) 


WAY TO GO 
Skye Daily Press 22 September 2007 


Recent figures show that Meehan Electric Company is leading in productivity and quality compared 
with all other electricity providers. It has an excellent industrial relations record that has resulted 
from a significant change in its corporate culture. 


Established 10 years ago by James Meehan, the business initially struggled to gain market share. 
There were feelings of mistrust between management and staff, and as a result productivity was low. 


James decided to introduce enterprise bargaining to endeavour to become more productive and to 
improve the relationship between staff and management. He succeeded beyond his expectations and 
other electricity providers now benchmark their performance against his company. 





a. Identify and explain one driving and one restraining force for change relevant to Meehan 
Electric Company’s introduction of enterprise bargaining. 


i. driving 


li. restrainin 
8 2 +2 = 4 marks 


c. Identify and explain one management role that James Meehan may use when developing 
policies to improve productivity. 
2 marks 
Question 2 (VCAA Business Management exam 2006, question 3) 


Joe Johnson owns and runs Slippery Shirt Company. He makes large profits by using ‘sweatshops’ (where 
pay and conditions are well below the industry award) to sew his shirts. Joe is retiring and passing the 
business to his son, Jack, who is determined to bring in policies that treat his staff and contractors in a 
socially responsible manner. 


a. Define the following terms. 
i. policy 


ii. organisational change. 1+1=2 marks 


b. Describe an appropriate change management theory Slippery Shirt Company could use to 
implement the new policies. 


3 marks 
c. Discuss how two elements of the external environment of Slippery Shirt Company are 
pressuring the organisation to change its policies. 
3 marks 
Question 3 (VCAA Business Management exam 2005, question 3) 


Rapidly changing technology means that Logicall, a Melbourne-based mobile phone manufacturer, may 
one day be forced to merge with, or be taken over by, a global telecommunications company. 


c. Define the following terms and give an example for each term to demonstrate your 
understanding. 
i, merger 


li. multinational corporation 
P 2+2=4 marks 
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There are several contemporary change management issues that Logicall may have to deal with in 
the future. 


d. Select one of these change issues and explain the impact it would have on Logicall. 


These may include 


e technological development 


e mergers 
e globalisation 


or 


another change management issue for large-scale organisations which you have studied. 


3 marks 


The media have strongly criticised the mobile phone industry for its lack of social responsibility 


about 


e radiation from mobile phones 


e material wastage from discarded phones and batteries 


e the alarming number of young people with financial problems due to their high mobile phone 


bills. 


Logicall have decided to address these issues. Logicall have implemented strategies that include — 
recyclable phones and batteries, low radiation phones, and contracts that clearly explain their billing 


Structure. 


e. Evaluate the impact on Logicall of implementing these socially responsible strategies. 





2 


Digital doc: 
Your exam questions and 
school-assessed coursework 
are available in Microsoft 
Word format in your 
eBookPLUS. 











8 marks 


School-assessed coursework 
OUTCOME 2 


Analyse and evaluate the management of change in a large-scale 
organisation, and evaluate the impact of change on the internal 
environment of a large-scale organisation. 


ASSESSMENT task — a report in written format 
Time allowed: 90 minutes 


Marks allocated: 40 marks (the marks for each section of the report are indicated at the 
end of the section). 


Conditions: Notes may be consulted during the completion of this task. Length 
should be in the range of 700-800 words 


Your report in written format should be presented using: 

e headings and subheadings 

e bullet points followed with explanations when appropriate 
e short paragraphs 

e diagrams, tables and graphs 

e recommendations when required. 


You have a choice of two topics for your report. 


EITHER 


1 ‘Change can come from either the internal or external (operating and macro) 
environment. Effective managers are those who anticipate these changes and 
implement appropriate strategies.’ 
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e Outline the difference between a large-scale organisation's ‘internal 


environment’ and the ‘external (operating and macro) environment’. 10 marks 
e Discuss the forces of change that surround a large-scale organisation 

you are familiar with. 15 marks 
e Using a current example, describe and explain the strategies a manager 

must implement in order to remain competitive in a competitive market. 15 marks 


OR 


2 The prevailing attitude in organisations today can be summed up as follows: ‘There 
is only one constant in business and that is change’. To help guarantee the long-term 
survival of the organisation, managers must respond to these changes. 


e Discuss six pressures for change and examine how these changes have 


affected large-scale organisations. 24 marks 
e Using a current example, describe and explain how managers have utilised 
a change model when implementing change. 16 marks 


Preparation: It may take you 5 to 6 lessons to adequately prepare for this assessment task. 


Here are some steps to follow which will make the task more manageable. 


Step 1. 


Step 2. 


Step 3. 


Step 4. 


Read the question carefully, highlighting important terms. This is the most crucial 
step, as it will assist you to answer the question being asked and therefore avoid 
becoming sidetracked. Revise the concept of organisational change. 


Undertake some library research using books, magazines, newspapers and the 
Internet. Develop a database of information about your topic; for example, the 
nature of change, impact of globalisation, management strategies to deal with 
change. 


Select a large-scale organisation and analyse the factors that prompt change and 
the impact of these changes on the organisation. An excellent revision strategy Is 
to prepare a summary card for each factor; this helps you to develop a depth of 
understanding. 


Collate information that identifies how a change process Is implemented and 
developed within one large-scale organisation. 
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